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CURRENT EVENTS 





Calendar of Events 

April 3—8 P. M.—Special Technical 
Meeting. Subject: Intangible As- 
sets. Location: Engineering Au- 
ditorium, 29 W. 39th Street, New 
York City. 

April 4—Regular Meeting of the 
Board of Directors. 

April 8—7:45 P. M.—Society Meet- 
ing. Subject: The Accountant’s 
Responsibility from the Legal and 
Moral Viewpoints. 

April 1O—8 P. M.—Special Techni- 
cal Meeting. Subject: Real Estate 
Accounting. Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 

April 17— 8 P. M.—Special Tech- 
nical Meeting. Subject: Mining 
and Smelting Accounting. Loca- 
tion: Engineering Auditorium, 29 
W. 39th Street, New York City. 

April 24—8 P. M.—Special Technical 
Meeting. Subject: Governmental 
Accounting. Location: Engineer- 
ing Auditorium, 29 \W. 39th Street, 
New York City. 

May 1—8 P. M.—Special Technical 
Meeting. Subject: Dairy Indus- 
try Accounting. Location: En- 
gineering Auditorium, 29 W. 39th 
Street, New York City. 

May 8—8 P. M.—Special Technical 
Meeting. Subject: Foreign Trade 
Accounting. Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 

May 9 — Regular Meeting of the 
Board of Directors. 

May 13—7:45 P. M.—Society Meet- 
ing. Subject: To be announced 
later. Location: Waldorf-Astoria 
Hotel, Lexington Avenue at 49th 
Street, New York City. 


June 4 — Seventh Annual Outing, 
Westchester Country Club, Rye, 
N. Y. 

June 28, 29, 30— Seventh Regional 
Chapter Conference, Holl’s Inn, 
Fourth Lake, Inlet, N. Y. 





Special Technical Meetings 


Two meetings of the Spring series 
of special technical forums have al- 
ready been held and the attendance 
shown by members indicates a keen 
interest. These meetings are filling 
a need of members for information 
on subjects considered, and give op- 
portunity for discussion pertaining 
to the particular topic. 

At the meetings scheduled for 
April 17th and 24th, respectively, on 
the subjects of Mining and Smelt- 
ing Accounting, and Governmental 


Accounting, the following topics 
will be discussed : 
April 17— 


Inventories of Nonferrous Metal 

Mines, Smelters and Refineries. 
April 24— 

1. Municipal 
and Capital) 

2. Financial Reports by Munici- 
palities to Taxpayers 

3. Competitive Bidding for Munici- 
pal Engagements 

4. Purchasing and Inventory Con- 
trol for Municipalities. 


3udgets (Current 


On May Ist, the Dairy Industry 
Accounting Committee will hold its 
special technical meeting, and the 
Committee on Foreign Trade Ac- 
counting will conduct the meeting 
on May 8th. 

Reservation cards for the balance 
of these meetings will be sent to 
the members with other notices. 
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Committee on Nominations 


The following is the personnel of 
the 1940 Committee on Nominations: 


Samuel J. Broad 
Francis P. Byerly 
Franklin C. Ellis 
Samuel Kaplan 
Norman J. Lenhart 
Simon Loeb 

Albin Russmann 
Prior Sinclair 
Norman E. Webster 


Messrs. Ellis and Lenhart were se- 
lected by the Board of Directors at 
its meeting on March 18th and the 
other members were selected at a 
regular meeting of the Society on 
March 18th. 


Membership for Committees 


In order to facilitate the early 
appointment of committees, mem- 
bers desirous of serving on technical 
committees of the Society (a list of 
which appears in the Year Book) 
are requested to advise the Society’s 
office concerning technical commit- 
tees on which they feel qualified to 
serve. 


It is hoped to have committees 
appointed earlier this year than in 
the past in order that the work of 
the committees may go forward 
during the summer months, when 
many of the members are not rushed 
by their own business activities. 

Members expressing a desire to 
serve on committees and accepting 
committee appointments should re- 
alize that acceptance conveys a 
willingness to .ssume the responsi- 
bilities of a member of the commit- 
tee, and to atteid meetings and work 
on the activities of the committee. 


Seventh Regional Chapter 
Conference 


Plans are under way for the Sevy- 
enth Regional Chapter Conference 
of the Society which will be held 
again this year at Holl’s Inn at 
Fourth Lake, Inlet, New York, on 
June 28-29-30. The program, which 
will consist of technical discussions 
and various entertainment features, 
will start Friday morning with in- 
formal sports. On Saturday, com- 
petition will begin for the Hurdman 
and Hughes golf trophies and the 
Troper tennis trophy. Informal en- 
tertainment will be available at ali 
times, and members are urged to 
start making their plans now for 
participating in this conference. In- 
formation will shortly be sent you 
pertaining to these activities, and 
your reservations should be made 
early at the Society’s office. 


April Society Meeting 


On Monday, April 8th, members 
of the Society present at the monthly 
meeting had the pleasure of hearing 
a discussion on “The Accountant’s 
Responsibility from the Legal and 
Moral Viewpoints”. Mr. Boris Kos- 
telanetz, Assistant U.S. Attorney for 
the Southern District of New York 
and a member of the Society, pre- 
sented an excellent paper on “Audi- 
tors’ Liability under the Law”, in 
which he reviewed some of the more 
important litigation involving ac- 
countants during the past 25 years. 
Mr. Charles L. Hughes gave an in- 
teresting talk on the “Moral and 
Ethical Phases of Accountant’s Re- 
sponsibility”, in which he pointed 
out that the designation “certified 
public accountant” places upon every 
member of the profession a personal 
obligation to observe the rights of 
other members and of the public. 
Mr. Leonard Price gave an able dis- 
cussion on “Ownership of Account- 
ants’ Working Papers”. 
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Current Events 


Case Study by a Member 


Mr. J. S. Seidman is engaged in 
making a case study of accounting 
and record-keeping short cuts, a 
summary of which will appear in 
a service on Business Ideas that 
Prentice-Hall is publishing. To assist 
in the preparation of this study, Mr. 
Seidman will be glad to have mem- 
bers of this Society submit such 
material as might be of value with 
respect to time or cost-saving pro- 
cedures in accounting. Those who 
participate in this study will be duly 
accredited, if desired. They will en- 
joy the satisfaction of having as- 
sisted in a work of recognized value 
to the profession and its clients com- 
parable to Mr. Seidman’s prior study 
of accounting frauds. 

Members who intend communicat- 
ing with Mr. Seidman are urged to 
do so at the earliest opportunity so 
that the material submitted may be 
reviewed without delay. 


Spence Amendment 


We wish to call the attention of 
the Society to the amendment, now 
pending before the House of Repre- 
sentatives, proposed by Rep. Brent 
Spence of Kentucky, for the purpose 
of amending the Federal Home Loan 
Bank Act. The amendment, which 
has the approval of the Executive 
Committee of the American Insti- 
tute of Accountants, authorizes the 
Federal Home Loan Bank Board to 
accept reports of examinations and 
audits of Building and Loan Asso- 
ciations made by independent pub- 
lic accountants. We give below the 
full text of this amendment: 


Amend H. R. 6971 by adding to Sec- 
tion 5, sub-section B (page 5, line 
25), the following additional lan- 
guage: 

“The Board is authorized to ac- 
cept, in whole or in part, reports of 
examinations and audits made by 
accountants or public supervisory 


authorities to the extent that such 
reports will serve the purposes of 
the Board. Reports of audits and 
examinations made by account- 
ants and public supervisory au- 
thorities and made available to the 
Board by the associations exam- 
ined shall be considered, and if 
determined by the Board to be 
adequate and reliable, such asso- 
ciation shall not be charged for 
duplicate auditing or examination 
for the same period.” 


Unemployment Insurance Release 


In March, the Unemployment In- 
surance Appeal Board handed down 
a ruling to the effect that an em- 
ployer cannot evade contributions to 
the New York State Unemployment 
Insurance Fund merely by forming a 
nominal partnership with his em- 
ployees. ; 

{Under the law, a firm employing 
four or more persons on each of 15 
or more days in a year must contrib- 
ute to the fund. The employer in 
this case, a contractor, drew up a 
partnership agreement with several 
of his workers, none of whom in- 
vested any capital in the business. 
All the “partners” drew daily, week- 
ly and monthly amounts equal to 
their previous wages or salaries, and 
there was no change in the general 
control or conduct of the business. 
When the partnership was later dis- 
solved no accounting was rendered 
to the workers and none of them 
participated in the assets of the 
business. 

In the Board’s opinion, this ar- 
rangement was an “ingenious at- 
tempt to destroy the relationship of 
employer and employee,” and does 
not alter the status of the workers 
as employees. The contractor was 
declared liable for the payment of 
contributions to the Unemployment 
Insurance Fund based on the earn- 
ings of the workers. 
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American Institute Public 
Information Series 


We wish to point out to our mem- 
bers that pamphlets, committee pro- 
nouncements, and reprints of articles 
from the Journal of Accountancy 
are available at the office of the 
American Institute of Accountants. 
The following are available in 
quantities of ten or more, at the 
prices indicated: 

Examination of Financial State- 
ments by Independent Public 


Oe ee 15¢ 
Revised “Extensions of Auditing 
NN 5 sin we rain nw 0 5¢ 


Extensions of Auditing Proced- 
ure—By Victor H. Stempf... 5¢ 
Competitive Bidding for Audit 

Engagements 
The Auditor’s Opinion on the 

Basis of a Restricted Examina- 

Ea ee eee ee 1¢ 
Audits of Governmental Bodies. 5¢ 
Case Study of Employee Frauds 

FT. SONORA o «65 ced ckcns 5¢ 
Valuation or Historical Cost: 

Some Recent Developments— 

By George O. May.......... 5¢ 
Inventories and Receivables.... 5¢ 
Accounts of Governmental Bodies 5¢ 
Federal Tax Revision Program.-10¢ 
Progress toward Accepted Prin- 

ciples of Municipal Accounting 

By LAhOpd Morey... ccs cece 10¢ 


Greater New York Fund 

The Professional Division Chair- 
man of the Greater New York Fund 
recently announced that Mr. J. 
Arthur Marvin has accepted the 
chairmanship of the Accountants 
Section of the Fund’s 1940 Cam- 
paign. 

Mr. Marvin, a member of this 
Society and the American Institute 
of Accountants, is Chairman of the 
Society’s Committees on Public Re- 
lations and Budget and Finance. 


Columbia University Institute of 
Accounting 


On April 25th and 26th Columbia 
University is conducting an Insti- 
tute of Accountancy, the general 
theme of which will be “Corporate 
Financial Statements”. 

The purpose of this year’s Insti- 
tute is to assist in educating the 
public as to the character of the in- 
formation presented in accounting 
statements, the purposes for which 
they are drafted, the types of infor- 
mation desired by the four groups 
referred to above—i.e. management; 
creditors, both long and short-term; 
owners, investors and speculators; 
and the public as represented by 
various government bodies and bu- 
reaus; and the extent to which ac- 
counting statements may be relied 
upon to serve these various pur- 
poses. 

This Society is cooperating with 
Columbia University in sponsoring 
these meetings, and other cooperat- 
ing organizations include the Amer- 
ican Institute of Accountants, Con- 
trollers Institute of America, Edison 
Electric Institute, National Associa- 
tion of Cost Accountants and New 
Jersey Society of Certified Public 
Accountants. 

Below we give the program of the 
Institute with the names of the 
speakers and the papers to be pre- 
sented in each case: 


April 25 
3:30 P.M.—Chairman: Mr. Theo- 
dore Krohn, President, New Jer- 
sey Society of Certified Public 
Accountants. 
Topic: Accounting Statements for 
Use of Management. 


First Paper: Accounts as a 
Basis for the Control of 
Profits. 

Speaker: Mr. Roscoe Seybold, 


Vice President and Comp- 
troller, Westinghouse Electric 
and Manufacturing Company, 


374 








bia 
sti- 
ral 
ate 


sti- 
the 
in- 
ing 
ich 
‘or- 
ups 
nt; 


rs; 
by 
bu- 


lied 


yur- 


vith 
‘ing 
rat- 
ner- 
"on- 
ison 
cia- 
Jew 


blic 


the 
the 


pre- 


heo- 


Jer- 


tblic 


s for 


old, 
ymp- 
ctric 
any, 





Current Events 


President, Controllers Insti- 
tute of America. 

Discussion Leader: Mr. Eric 
Camman, of Peat, Marwick, 


Mitchell & Co. 


Second Paper: Accounts as a 
Basis for Control of Financial 
Condition. 


Speaker: Dr. Charles Reitell, 
with Stevenson, Jordan & 
Harrison, Lecturer, Account- 
ing Staff, Columbia Univer- 
sity. 

Discussion Leader: Mr. George 
Ellis, Secretary and Control- 
ler, Combustion Engineering 


Co. Inc. 


7:30 P.M.—Chairman: Mr. T. W. 
Byrnes, of Byrnes & Baker, Asso- 
ciate Professor of Accounting, 
Columbia University. 


Topic: Financial Statements as a 
Basis for Credit. 


First Paper: Financial State- 
ments as a Basis for Short- 
Term Credit Granting. 


Speaker: Mr. Edward F. Ad- 
diss, formerly President, 
Meinhard, Greeff & Co., 
former Vice President, New 
York Credit Men’s Associa- 
tion. 

Discussion Leader: Mr. James 
F. Hughes, of Boyce, Hughes 


& Farrell. 


Second Paper: The Use of 
Financial Statements in Con- 
nection with Long-Term 


Credit. 


Speaker: Mr. Charles W. 
Dow, Industrial Analyst, 
Equitable Life Assurance So- 
ciety of the U. S. 


Discussion Leader: Mr. An- 
drew Stewart, of Haskins & 
Sells. 
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April 26 


10:00 A.M.—Chairman: Mr. Victor 


os) 


H. Stempf, President, New York 
State Society of Certified Public 
Accountants. 

Topic: Financial Statements for 


Owners and Investors. 

First Paper: Financial State- 
ments for Report to Owners. 

Speaker: Mr. Andrew Barr, 
Research Accountant, Securi- 
ties and Exchange Commis- 
sion. 

Discussion Leader: Mr. War- 


Young & Co. 

Second Paper: Financial State- 
ments as a Basis for Invest- 
ment Analysis. 

Speaker: Mr. Edgar T. Rigg, 
of Standard Statistics Com- 
pany. 

Discussion Leader: Mr. A. S. 
Fedde, of Fedde & Company. 


:30 P.M.—Chairman: Mr. Bernard 
S. Rodey, Jr., Chairman, General 
Accounting Committee of the 
Edison Electric Institute. 


Topic: Financial Statements to 


Serve Public Purposes. 

First Paper: Financial State- 
ments as a Basis for Federal 
Income Tax Reporting. 

Speaker: Mr. Roy Blough, 
Director of Tax Research, 
United States Treasury De- 
partment. 

Discussion Leader: Mr. Fran- 
cis P. Byerly, of Price, Water- 
house & Co. 

Second Paper: Financial State- 
ments in Connection with 
Utility Rate Regulation. 

Speaker: Mr. H. C. Hasbrouck, 
of Utility Management Cor- 
poration. 

Discussion Leader: Mr. Henry 
A. Horne, of Webster, Horne 
& Blanchard. 
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7:00 P.M.—Chairman: Mr. James 
L. Dohr, Associate Professor of 
Accounting, Columbia University. 
Topic: Extent to Which AIll- 

Purpose Financial Statements 

are Feasible—A Summary and 

A Forecast. 

Speaker: Mr. George O. May, 
of Price, Waterhouse & Com- 
pany. 


There will be a registration fee of 
$2.50 to cover admission to all of the 
sessions. A bound copy of the papers 
presented at the sessions will be 
furnished to each registrant. The 
dinner will be on a_ subscription 
basis. 


Employment Service 


We wish to call to the attention 
of those of our members who may 
be considering additions to their 
staff at this time that the Society 
maintains an employment service 
for the benefit of men released by 
firms at the close of the busy season. 
Members who are looking for em- 
ployees should get in touch with 
Society headquarters. 


Accountancy Bill 


The Steingut-Schwartzwald ac- 
countancy bill introduced in the 
Legislature this year, and which had 
the approval of the Society, was not 
reported out of the Rules Commit- 
tee of the Assembly before adjourn- 
ment of the Legislature on March 
30th, and as a result, no action was 
taken on the bill. 


Robert Morris Associates Meeting 


At a dinner meeting on March 
27th at the Harvard Club, the New 
York Chapter of the Robert Morris 
Associates, and its Committee on 
Cooperation with Public Account- 
ants, put on a skit with members of 
the Committee on Cooperation with 


Bankers of the Society. The skit 
was an interesting one, showing the 
value to bank credit men of the in- 
formation supplied by accountants, 
and the importance of independent 
audits for the proper granting of 
credit. 

A fictitious case was presented in 
which the President of a Company 
visits his banker for the purpose of 
securing a substantial loan, and is 
told that before he may do so, an 
independent audit must be made of 
his Company’s books. The play 
went on to show just what benefits 
a company derives from having such 
an audit made from the point of view 
of its own more efficient operations, 
as well as that of securing credit. 

Members of the Society partici- 
pating in the skit were Mr. P. W. R. 
Glover, Mr. James F. Hughes and 
Mr. J. Arthur Marvin, and from the 
Robert Morris Associates, Mr. H. E. 
Whitney and Mr. Edward Adams, 
Jr. After the skit was performed, 
the Robert Morris Associates and 
the Society’s Committee engaged in 
an open forum pertaining to ques- 
tions on auditing and accounting 
practice and procedure. Mr. A. F. 
Hoehl presided at the meeting as 
President of the New York Chapter 
of the Robert Morris Associates, and 
subsequently turned it over to Mr. 
Philip F. Gray, Chairman of the As- 
sociation’s Committee on Coopera- 
tion with Public Accountants. 


Anniversary 
The following telegram was sent 
by the Society’s Board of Directors 
to those attending a reunion dinner 
at the Hotel Roosevelt on April 4, 
1940: 
“The Board of Directors of The 
New York State Society of Certi- 
fied Public Accountants offers 
congratulations and _ felicitations 
on the Fortieth Anniversary of 
the establishment of the School of 
Commerce, Accounts and Finance 
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Recent Publications 


and congratulates the School, par- 
ticularly, on its good fortune in 
having enjoyed the service of 
John T. Madden as Dean of the 
School for the past fifteen years. 

(Signed) Victor H. STtempr, 
President” 


Dean Madden, who was graduated 
from the School of Commerce 
“summa cum laude” in 1911, joined 
the faculty in that year and was 
made chairman of the Department of 
Accounting in 1917. He became 


Assistant Dean in 1922, and Dean in 
1925. He has been a member of the 
State Society since 1911, was a 
Director from 1923-1925 and from 
1930-1932, and is at present chairman 
of its Committee on Cooperation 
with the Bar. 

Those acquainted with the profes- 
sion in this State can have no doubt 
that the Board expresses the feelings 
of the State Society membership as 
a whole, not only as to Dean Madden 
himself, but also as to the School he 
directs so ably. 








RECENT PUBLICATIONS 








AN INTRODUCTION TO CORPO- 
RATE ACCOUNTING STANDARDS. 
By W. A. Paton and A. C. Littleton, 
American Accounting Association, 
1940—180 pages—$1. 


Starting with the “Tentative 
Statement of Accounting Principles” 
issued by the American Accounting 
Association in 1936 as a basis, the 
authors of this monograph have at- 
tempted to draw together the funda- 
mental ideas of accounting in the 
form of a coherent, consistent frame- 
work of doctrine, with special refer- 
ence to the needs of the modern busi- 
ness corporation. As stated in the 
preface, the aim has been to present 
a statement of accounting theory “by 
means of which corporation account- 
ants may be helped to make a re- 
alistic appraisal of their practices and 
public accountants may be aided in 
reviewing corporation reports.” Pre- 
cise technical treatments of particu- 
lar points are not presented but at- 
tention is directed to the formulation 
of underlying propositions or stand- 
ards which point the way to the 
proper solution of a wide range of 
accounting problems. 

In keeping with recent trends of 


thought the authors have recognized 
the measuring of income as the cen- 
tral problem of accounting. Follow- 
ing a brief introductory chapter en- 
titled “Standards” the discussion is 
organized around the following 
heads: “Concepts”; “Cost”; “Rev- 
enue”; “Income”; “Surplus”; “In- 
terpretation.”” The emphasis through- 
out is on the cost basis of reckoning, 
and the balance sheet is seen primar- 
ily as the complement of an income 
statement prepared by matching pe- 
riodic revenues and applicable costs. 

The authors distinguish sharply 


between “accounting standards” 
and “standardized accounting.” 


’ 


“Standards,” they say, “should not 
prescribe procedures or rigidly con- 
fine practices; rather standards 
should serve as guide-posts to the 
best in accounting reports. * * * 
The standards of accounting, like 
those of any other field of human 
endeavor, should be in accord with 
the accepted hallmarks of clear think- 
ing. Thus accounting standards 
should be orderly, systematic, co- 
herent; they should be in harmony 
with observable, objective condi- 
tions; they should be impersonal and 
impartial.” 
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At the beginning of each chapter 
the authors present a series of propo- 
sitions epitomizing the material of 
the chapter. A useful bibliography 
of recent periodical and pamphlet lit- 
erature dealing with the subject of 
accounting principles or standards is 
appended, and an index is provided 
to facilitate reference to particular 
topics. 

The executive committee of The 
American Institute of Accountants 
believes the report contained in “An 
Introduction to Corporate Account- 
ing Standards” to be a highly valu- 


able contribution to the discussion 
of accounting principles. 


Accounting in the Liquor Industry 


Mr. Leonard A. Shair, member of 
the Society, has contributed some in- 
teresting material on the subject of 
accounting controls for the liquor in- 
dustry in a recent publication by the 
American Industries Surveys entitled 
“Bottling for Profit”. This book in- 
cludes a full treatise on the various 
phases of bottling, and is available 
at the publishers at the price of $3.00. 








ELECTIONS 








The following is a list of appli- 
cants admitted to membership, and 
associate membership in the Society 
and also associate members advanced 
to membership at the meetings of the 
Board of Directors held on March 
18, 1940 and April 4, 1940, respec- 
tively: 

March 18, 1940 
Membership 


Louis Aronow, 122 East 42nd Street, 
Of A. Halpern & Co. 
William L. Betz, 551 Fifth Avenue, 
Of Frederick R. Coyle & Co. 
R. Howard Calhoun, 120 Broadway, 
With Barrow, Wade, Guthrie & Co. 
William Jackson Carter, 7 DeKalb 
Avenue, Brooklyn, 
Of Mount & Carter. 
Charles Daum, Pensacola, Fla., 
With U. S. Naval Air Station. 
Selig Fisch, 110 West 42nd Street. 
Samuel Fogel, 1440 Broadway. 
J. Vernon Forth, 119 East Main Street, 
Rochester, 
With Wilson, Shults & Co. 
Franklin Otto Giess, 465 Washington 
Street, Buffalo, 
With Remington Rand, Inc. 
David Greenberg, 11 West 42nd Street. 
Carl Grutzner, 82 Beaver Street, 
Of Grutzner & Torrey. 
Richard S. Helstein, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Harry Kanner, 36 West 44th Street. 
Morris L. Machtiger, 130 West 42nd 
Street. 


Simon M. Polishook, 1440 Broadway, 
Of Morris Abrams & Company. 
G. Harvey Porter, Lexington Bldg., 
Baltimore, Md. 
Robert Harold Prytherch, 21 West Street, 
Of Leslie; Banks & Co. 
Charles F. Rodican, 80 Broad Street, 
With Miller, Donaldson and Company. 
Samuel Scharf, 342 Madison Avenue. 
Harry Shanholt, 191 Joralemon Street, 
Brooklyn, 
Of Harry Shanholt & Co. 
David Warren Sherman, 80 Maiden Lane, 
With Touche, Niven & Co. 
Charles E. W. Trojan, 75 Maiden Lane, 
With Harry C. Landwehr. 
Harold B. Westheimer, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Winton Reynold Wilkin, 56 Pine Street, 
With Price, Waterhouse & Co. 
Joseph Townsend Wilson, Jr., 56 Pine 
Street, 
With Price, Waterhouse & Co. 


Associate Membership 


Henry C. Bartsch, 80 Centre Street, 
With N. Y. State Banking Dept. 

Leo Davidson, 11 West 42nd Street, 
With David Snyder. 

Joseph Goldstein, 45 West 45th Street, 
With Paul Zahler. 

Desmond A. Lyons, Dover, Del., 
Of Burns & Lyons. 

Louis Morgenstern, 299 Broadway. 

George Olsen, 107 William Street, 
With Fedde & Co. 

Edward Richard Rimmels, 111 Broadway, 
With G. M.-P. Murphy & Co. 
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Jerome Harold Scheer, 1915 Billingsley 
"Terrace, Bronx. 
Lazarus Sedransk, 610 Fifth Avenue. 
Ben Simons, 135 S. LaSalle Street, 
Chicago, II1., 
With Arthur Andersen & Company. 
Daniel Alexander Taub, 233 Broadway, 


With The Grand Union Co. 


Advancement from Associate Membership 
to Membership 


Haver Eugene Alspach, 90 Broad Street, 

With Lybrand, Ross Bros. & Montgomery. 
Irving J. Baaer, 2288 Mott Avenue, 

Far Rockaway. 
Leland L. Baker, 120 Wall Street, 

With Lawrerce Scudder & Co. 

Morris Berro, R.K.O. Bldg., Rockefeller 
Center, 

With Marks and Krauss. 

Traver Law Berry, Wilmington, Del., 

With E. I. duPont de Nemours and 

Company. 
Morris E. Biederman, 1450 Broadway. 
John James Boland, Jr., 717 City Bank 
Bldg., Syracuse, 

With Stover, Butler, Murphy & Newman. 
Sidney Brownstein, 152 West 42nd Street. 
Harry N. Case, 90 Broad Street, 

With Lybrand, Ross Bros. & Montgomery. 
Harry A. Clarke, 97 Remington Road, 

Manhasset, L. I. 
James W. Clauson, 56 Pine Street, 

With Price, Waterhouse & Co. 

Robert Henry Cowlishaw, 80 Broad Street, 

With Loomis, Suffern & Fernald. 
Arthur F. Evans, 56 Pine Street, 

With Price, Waterhouse & Co. 

Ernest J. Feleppa, 110 East 42nd Street. 

Herman Friedberg, 570 Seventh Avenue, 
With Carmel and Schnabel. 

Samuel Glazer, 521 Fifth Avenue. 

Eugene D. Gunsard, 56 Pine Street, 

With Price, Waterhouse & Co. 

James W. Howorth, Jr., 31 Mamaroneck 
Avenue, White Plains, 

With Hurdman & Cranstoun. 

Walter L. Kaplow, 111 Mt. Hope Place. 
Henry Kawesch, 1270 Broadway. 
Huyler L. Lisk, 90 Broad Street, 

With Lybrand, Ross Bros. & Montgomery. 

James Joseph Lyons, 243 Bergen Street, 


Brooklyn. 
Stuart B. Miller, 8 Exchange Street, 
Rochester, 


Of Stuart B. Miller & Co. 
John Alfred Nichols, 80 Broad Street, 
With Miller, Donaldson and Company. 
Thomas P. O’Connor, 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
Charles Henry Phelan, 1891 East 29th 
Street, Brooklyn. 
Patsy A. Pizza, 52 William Street, 
With Crafts & Zirkle. 


Charles Henry Plum, 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
F. Philipse Robinson, 21 West Street, 
With Leslie, Banks & Co. 
Joseph Rochkind, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Norman G. Rubenstein, 37-37 88th Street, 
Jackson Heights, L. I. 
John F. Schmonsees, 56 Pine Street, 
With Price, Waterhouse & Co. 
Harry John Schneider, 200 Fifth Avenue, 
With E. J. Keller Company, Inc. 
Edmund Foster Smith, 103 Park Avenue, 
With Davies & Davies. 
Sheldon L. Staples, 67 Broad Street, 
With Haskins & Sells. 
George Byron Talmage, 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
Herschel Malcolm Tompkins, 325 West 
4th Street. 
Alfred G. Totten, 165 Broadway, 
With Niles & Niles. 
I. Theodore Ulick, 119 West 40th Street, 
With Belding, Heminway Co. 
Joseph J. Wagner, 22 East 40th Street, 
With Haskins & Sells. 
William Norman Yelverton, 90 Broad 
Street, 
With Lybrand, Ross Bros. & Montgomery. 
Adam E. Zatarga, 22 East 40th Street, 
With Haskins & Sells. 
Morris Zirin, 1440 Broadway, 
With George Muhlstock. 


April 4, 1940 
Membership 


Moe Frankel, 291 Broadway. 
Joseph Michael Shapiro, 1450 Broadway, 
Of Shapiro and Shapiro. 
Irving Doctorin, 1204 Shakespeare 
Avenue, Bronx. 


Associate Membership 


Morton D. Kintisch, 60 Chapel Street, 
Albany, 
With Dept. of Taxation & Finance, 
Treasury Div., Benefits Section. 
Gustave Knopping, 40 Worth Street, 
With Everfast Fabrics, Inc. 
Julius Perler, Richmond, N. Y., 
With Curtis High School. 
Phineas Spinrad, 74-03 Metropolitan 
Avenue, Queens Boulevard, L. [., 
With Bank of Manhattan. 


The number of members in the 
Society as of April 4, 1940, is as 
follows: 





Members: ..4c5 cones SEt4e 
Associate Members... 357 
SRG tras eres 3,533 
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Successful Candidates at New York State 
C. P. A. Examinations, October, 1939 


HE names of all persons who 


passed the October, 1939 ex- 
aminations given by New York 


State to those who would become 
Certified Public Accountants have 
been received by the Society from 
the State Education Department. 

These successful candidates are 
now eligible for a certificate as a 
C.P.A. provided they have submitted 
satisfactory evidence to the Educa- 
tion Department of the State of 
good moral character and evidence 
of academic and professional quali- 
fications for the public practice of 
accountancy. 

The list is as follows: 


Abraham, Reginald C., 2676 Grand 
Concourse, New York City 

Abramoff, Harry A., 1097 East 42nd 
Street, Brooklyn, N. x. 

Ackermann, Frederic Boyd, 346 Willis 
Avenue, New York City 

Adler, S. Harold, 1472 Babine New 
York City 

Agar, Abraham David, 407 Woodstock 
Avenue, Staten Island, N. 

Allen, Sheldon, 7035 Broadway, 
Heights, N. Y. 

Amoruso, Anthony V., 1718 Seddon 
Street, Bronx, N. Y. 

Appletree, Herbert W., 141 East 56th 
Street, Brooklyn, N. Y. 

Arculeo, Benjamin J., 1712—86th Street, 
Brooklyn, N. Y. 

Aronson, Julius, 328 Madison Street, 
Brooklyn, N. Y. 

Ash, Allan A., 1662 Grand Avenue, 
New York City 

Balmuth, Bernard, 34-15 31st Street, 
Astoria, L. I. 

Barasch, Morris, 65 Manhattan Avenue, 
3rooklyn, N. Y. 

3arnes, Daniel, 2083 East 18th Street, 
Brooklyn, N. Y. 

Barry, William D., 420 West 130th Street, 
New York City 

Baumgardt, Hans Edward, P.O. Box 24, 
Middletown, N. J. 

3eckerman, Louis, 1244 Grand Concourse, 
New York City 

Beierle, Henry G., 
New York City 

Beigel, Samuel Sidney, 916 Sutter Avenue, 
Brooklyn, N. Y. 


Jackson 


127 West 227th Street, 


Belock, Bernard William, 356 West 34th 
Street, New York City 

Bentley, Robert Logan, II, 85-20 Elmhurst 
Avenue, Elmhurst, L. I. 

Berger, Abraham H., 136 West 172nd 
Street, New York City 

Berger, Emanuel Michael, 964 Bedford 
Avenue, Brooklyn, N. Y. 

Berlin, Saul; 2850 Ocean Avenue, 
Brooklyn, N. Y. 

Berman, Jesse, 3511—14th Avenue, 

3rooklyn, N. 

3ernstein, Irving, 764 Schenectady 
Avenue, Brooklyn, N. Y. 

Bernstein, a 65 West 182nd Street, 
Bronx, N. 

3ernstein, Milton Arthur, 2028 Valentine 
Avenue, New York City 

Bernstein, Murray, 21 West Street, New 
York City 

Bernstein, Nelson, 1440 Broadway, New 
York City 

Bertschy, Kenneth H., 85-20 Elmhurst 
Avenue, Elmhurst, L. I. 

Bierschenk, Joseph E., 1339 East 16th 
Street, Brooklyn, N. x. 
3irkhold, Robert Hugh, 315 West 14th 
Street, New York City 

Blanchard, Gordon H., 480 Clifton 
Avenue, Newark, N. if 

Bloch, Oscar, 2135 Washington Avenue, 
3ronx, N. Y. 

Block, Benjamin, 1900 Lexington Avenue, 
New York City - 

Block, Norman Sidney, 960 Lafayette 
Avenue, Brooklyn, N. Y. 

Bloomstein, Charles, 1930 Anthony 
Avenue, Bronx, N. 

Blue, Arthur ng 580—8Ist Street, 
Brooklyn, N. 

Blum, David I., "385 East 3rd Street, 
New York City 

Blumberg, Samuel, 211 West 70th Street, 
New York City 

Blumenthal, Maurice Michael, 1295 
Sheridan Avenue, Bronx, N. Y. 

Bobson, J. Irwin, 3965 Sedgwick Avenue, 
Bronx, N.Y. 

Bode, John William, 30-25——21st Street, 
Astoria, L. I. 

Bohman, Edwin F., 4 21—14th Street, 
Long Island City, 

Bonchek, Henry, 25 Hilleide Avenue, 
New York City 

Bossin, Samuel, 1535 P Street, 
Washington, D. C. 

Bouer, Joseph, 992 Fox Street, 
Bronx, N. Y. 

Bouton, William DeGraw, 4 Lawrence 
Parkway, Tenafly, N. J. 
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Boynton, Frederick H., 35-28—153rd 
Street, Flushing, L. L 

3rand, Charles, 151 West 74th Street, 
New York City 

Brass, Louis, 377 Montgomery Street, 
Brooklyn, N. 

Braun, Aaron, 1280 Walton Avenue, 
Bronx, N. Y. 

Brock, Joseph Louis, cf Richmond 
Avenue, Buffalo, N. 

Brothman, Samuel Soul, 976 Lafayette 
Avenue, Brooklyn, N. Y. 
Brown, Herbert Austin, Jr., 
Rd., Mamaroneck, N. Y. 
Burke, Bernard James, Park Drive North, 

Rye, N. Y. 

Burton, John D., 403 West 115th Street, 
New York City 

Bushansky, Norman Harold, 836 Faile 
Street, New York City 

Busick, Charles J., 214-10—111th Road, 
Queens Village, N. Y. 

Butler, Herbert J., 600 West 111th Street, 
New York City 

Cadley, Marion Joseph, 135 New York 
Avenue, Brooklyn, N. Y. 

Cahill, Patrick T., 3824 Bronx Blvd. 

New York City 

Campbell, James G., 19 Strickland Rd., 
Cos Cob, Conn. 

Carden, Charles Clarke, 546 Tacoma 
Avenue, Buffalo, N. Y. 

Carey, William B., North Point Inn, 
Raquette Lake, N. Y. 

Carlin, Frank, 788 Eastern Parkway, 
Brooklyn, N. Y. 

Carlson, Charles Long, 126 South 9th 
Street, Olean, N. Y. 

Carmalt, Woolsey, 135 Wooster Street, 
New York City 

Carter, Gerard, 1755 West 10th Street, 
3rooklyn, N. Y. 

Cassidy, John G., 284 West Street, 
Union City, N. J. 

Charles, Lawrence C., 1685 Ocean 
Avenue, Brooklyn, N. Y. 

Chernigow, Harry, 516 5th Avenue, 

New York City 

Chernitsky, Sanders, 1603 Prospect Place, 
New York City 

Cohen, Julius J., 1518 Walton Avenue, 
3ronx, N. Y. 

Cohn, Maurice, 808 Adee Avenue, 

Bronx, N. Y. 

Coleman, Martin, 336 West End Avenue, 
New York City 

Colman, Lawrence Joseph, 135 East 42nd 
Street, New York City 

Conklin, William Dickerson, 15 Deer Park 
Road, Great Neck, L. I. 

Connally, Marvin G., 590 Madison Avenue, 
New York City 

Cooper, Joseph T., 
New York City 

Copans, Lawrence William, 953 Jackson 
Avenue, New York City 


59 Fenimore 


322 West 75th Street, 
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Crown, Louis, 815 Fairmount Place, 
New York City 

Cudmore, Edward C., 4350—172nd Street, 
Flushing, L. I. 

Cuffari, Joseph Paul, 439 East 43rd Street, 
Brooklyn, N. Y. 

Cymberg, Moe H., 1085 Anderson Avenue, 
New York City 


Danch, John L., c/o Touche, Niven & Co., 
80 Maiden Lane, New York City 

Dawes, Wetmore, 76 Chestnut Street, 
Englewood, N. J. 

D’Antoni, Joseph, 416 Van Siclen Avenue, 
Brooklyn, N. Y. 

D’Ecclesiis, Vincent, 8508 11th Avenue, 
Brooklyn, N. Y. 

deJager, Harold Roger, 360 Webster 
Avenue, Rochester, N. Y. 

Delavan, Marshall Shaw, 40 Monroe 
Street, New York City 

Dettleff, Richard J., 129 Landing Rd., 
No. Brighton, N. Y. 

Devine, George Richard, 991 Hancock 
Street, Brooklyn, N. Y 

Dinkes, Benjamin, 2198 Rew York 
Avenue, Brooklyn, N. Y. 

DiSalvo, Thomas, 1058 Grant Avenue, 
New York City 

Downing, Harold A., c/o Haskins & 
Sells, 67 Broad Street, New York City 

Drosnin, Harold, 1228 East 47th Street, 
Brooklyn, N. Y. 

Druckman, Richard H., 1033 56th Street, 
Brooklyn, N. Y. 

Duberstein, Harry, 6749 Maple Avenue, 
Brooklyn, N. Y. 

Dubina, Jerome. C., 70 Baldwin Avenue, 
Jersey oa N 

Dublin, Edward i. 112 Manhattan 
Avenue, Brooklyn, N. Y. 

Dudley, Charles Gardner, Route 2, 
Oakland, Me. 


Ebert, Louis J., 50 Broad Street, New 
York City 

Edelman, Donald Lloyd, 12 Audubon 
Avenue, Jersey City, N. J. 

Eisenmann, Clarence E., 381 Beech Street, 
Saag N. 

Eisner, Edward, 267 Lincoln Place, 
3rooklyn, NEY. 

Elkin, Daniel, 1161 Shakespeare Avenue, 
3ronx, N. Y. 

Ellman, Jacob, 1608—46th Street, 
Brooklyn, N. Y. 


Falk, Gilbert I., 161 East 206th Street, 
New York City 

Fallick, Nathan N., 317 Rodney Street, 
Brooklyn, N. Y. 

Feinberg, Irwin L., 
Brooklyn, N. Y. 

Felix, Harold, 52 Arden Street, New 
York City 

Fisher, Frederick M., 141-40 Coolidge 
Avenue, Jamaica, N. Y. 


1340 Carroll Street, 
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Flaskal, Charles, 109-95—14lst Street, 
Jamaica, L. I. 
Flesche, Howard Webster, 53 Davenport 
Place, Bellmore, L. I. 
Flume, Albert G., 146 Brite Avenue, 
Scarsdale, N. Y. 
Ford, Eugene Elwood, West Road, New 
Canaan, Conn. 
Forman, Jerome F., 499 Washington 
Avenue, Brooklyn, N. Y. 
Forsyth, cog F. Jr., 15 Collins Avenue, 
Bloomfield, N. J. 
Foyle, William R,, 600 West 116th Street, 
New York City 
Frank, he aaioigd 1929 Davidson Avenue, 
New York City 
F ranklin, iF 4° B., 
3ronx, N. 
Frederick, sc 2019 East 12th Street, 
3rooklyn, N. Y. 
Freedman, Bernard M., 219 East 196th 
Street, New York City 
Freyne, James, 905 Summit Avenue, 
Bronx, N. Y. 
Friedman, Jack, 70 Dahill Road, 
3rooklyn, N. Y. 
Friedman, Joseph, 1020 Boynton Avenue, 
Bronx, N. 
Friedman, Louis, 1473 Popham Avenue, 
Bronx, N. Y. 
Friedman, Max, 2734 Claflin Avenue, 
Bronx, N. Y. 


Gabel, John Francis, c/o S. D. Leidesdorf 
& Co., 125 Park Avenue, New York City 

Gaisser, John George, Jr., 7940—78th 
Avenue, Glendale, L. I. 

Galitzer, Philip, 154 Nassau Street, 
New York City 

Gamer, William Francis, 104-58—114th 
Street, Richmond Hill, N. Y. 

Gampel, Bernard, 2074 Bronx Park East, 
New York City 

Gamzon, David Sellic, 1368 Franklin 
Avenue, Bronx, N. Y. 

Garfield, Robert, 1231 Randolph Street, 
N. E., Washington, D. C. 

Gartman, Morris, 305 East 34th Street, 
New York City 

Gdansky, Arnold, 1591 Townsend Avenue, 
New York City 

Gerhardt, Charles J., 340 Maple Street, 
Brooklyn, N. Y. 

Geringer, Sidney, 152 West 42nd Street, 
New York City 

Gesick, Edward John, 37-36—88th Street, 
Jackson Heights, N. Y 

Gillers, Benjamin, 66 West Gunhill Road, 
New York City 

Gilman, Julius, 1338—45th Street 
Brooklyn, N. Y. 


3576 DeKalb Avenue, 


Ginsberg, Samuel W., 241 Bristol Street, 


Brooklyn, N. Y. 

Gladstone, Nathan, 225 East Mosholu 
Parkway N., New York City 

Glass, Clayton B., 42 Outerbrrdae Avenue, 
Prince Bay, Staten Island, N. 


Glass, William B., 
Newark, N. J. 

Godfrey, W ilfred, 47 Vaughn Avenue, 
Newton Highlands, Mass. 

Goldberg, Alexander, 111 John Street, 
New York City 

Goldberg, Lawrence, 1001 Ocean View 
Avenue, Brooklyn, N. Y. 

Goldberg, Louis, 102 Albermarle Road, 
Brooklyn, N. Y. 

Goldberg, Murray, 1149-51 Brighton 
Beach Avenue, Brooklyn, N. Y. 

Goldstein, Abraham D., 8528—118th 
Street, Richmond Hill, L. I. 

Goldstein, Abraham E., 86 East 55th 
Street, Brooklyn, N. Y. 

Goldstein, Edward J., 1716 Sterling Place, 
Brooklyn, N. Y. 

Goldstein, i; ae 90-11—149th Street, 
Jamaica, L. I 

Goldstein, Irwin, 1049 Montgomery Street, 
Brooklyn, N. Y. 

Goldstein, Philip, 1735—76th Street, 
Brooklyn, N. Y 

Goldstein, Seymour R., 25 Tehoma Street, 
Brooklyn, N. Y. 

Golz, Andrew E., 268 Manning Avenue, 
No. Plainfield, N. J. 

Goros, William, 2905 Grand Concourse, 
Bronx, N. Y. 

Gorran, Milton H., 
New York City 

Gould, James Frederick, 52-29—79th 
Street, Elmhurst, L. I 

Graw, Meyer, 892 Fairmount Place, 
New York City 

Greene, Albert N., 3191 Perry Avenue, 
New York City 

Greenwald, Sydney J., 320 West 90th 
Street, New York City 

Grimshaw, R. D.. Redvers, 24 Mason 
Street, Glens Falls, N. Y. 

Grossberg, oe 2065—62nd Street, 
Brooklyn, N. Y 

Guggenheimer, Willy, + 39—40th Street, 
Long Island City, N. Y 


Hacker, Samuel, 132 Bay 28th Street, 
Brooklyn, | 

Hadad, Brederick J., 250 Seeley Street, 
Brooklyn, N.Y 

Hallen, an, 34-18—101st Street, 
Corona, N. 

Hansen, peat Richard, 69-21 Fleet 
Street, Forest Hills, L. I. 

Hantke, Lawrence Bertram, 182 Central 
Avenue, Jersey City, N. J. 

Harding, Ernest Reginald, 735 Hillside 
Avenue, Plainfield, N. J. 

Hare, James William, 424 Michigan 
Avenue, Schenectady, N. Y. 

Harris, Lawrence C., 610 West 150th 
Street, New York City 

Harrison, Donald C., 185 Jackson Avenue, 
Mineola, L. I. 

Haug, Stanley G., 6034 Linden Street, 
Ridgewood, L. I. 


136 Mapes Avenue, 


31 Sickles Street, 
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Hauser, Jack Isaac, 740 East 243rd Street, 
3ronx, N. 

Helfand, Norman Israel, 125 West 45th 
Street, New York City 

Heller, Alexander, 10 Avenue “P”, 
Brooklyn, N. Y. 

Hellerson, Charles B., 406 West 26lst 
Street, New York City 

Helzel, Leo B., 30-63 Steinway Street, 
Long Island City, N. Y. 

Herbert, Herbert S., 120 West 86th Street, 
New York City 

Hiatt, Murray Tyndall, 19 Rector Street, 
New York City 

Hierstetter, Henry, 
Yonkers, N. Y 

Higgins, C. Gordon, 310 Ridgewood 
Avenue, Brooklyn, N. Y 

Hilman, Joseph, 1204 Union Avenue, 
New York City 

Hochberg, Joseph, 140 West 175th Street, 
New York City 

Hoffman, Abraham, 103-32 118th Street, 
Richmond Hill, N. Y. 

Hoffman, J. Kenneth, 242 Bryant Avenue, 
Grant City, S. I. 

Hoffman, Jacob S., 984 Simpson Street, 
New York City 

Hoffman, John Ferguson, 55 Hanson 
Place, Brooklyn, N. Y. 

Hoffman, Joseph, 1576 Ocean Avenue, 
Brooklyn, N. Y. 

Hoffman, Milton Arthur, 30 Westminster 
Road, Brooklyn, N. Y. 

Hofmann, Peter W., 1834 Stephen Street, 
Brooklyn, N. Y. 

Holberton, Robert, 36-40 Boune Street, 
Flushing, L. I. 

Hondru, Christopher E., c/o Arthur 
Andersen & Co., 67 Wall Street, 
New York City 

Hordon, Sidney, 2155 71st Street, 
Brooklyn, He Ye 

Horigan, Daniel F., 61 West Tenth Street, 
New York City 

Horn, Frederick seneat, 575 Ocean 
Avenue, Brooklyn, N 

Horne, Milton Michel, 77 Park Terrace 
East, New York City 

Horowitz, Simon, 277 Third Street, 
Jersey City, N. J. 

Hull, Everett L., 599 West End Avenue, 
New York City 

Hurwitz, Herbert Clarence, 8621—20th 
Avenue, Brooklyn, N. Y. 

Hyman, Paul, 160-16 Jamaica Avenue, 
Jamaica, L. I. 


349 Walnut Street, 


Isaacs, Melvin, 1623 West 4th Street, 
3rooklyn, N. Y. 

Ives, George R., 24 Albert Street, 
Johnson City, N. Y. 

Jacobson, Samuel, 20 Clarke Place, 
New York City 

Jamison, Samuel M., 333 East 47th Street, 
New York City 


Jampol, Lester S., 5929 Queens Blvd., 
Woodside, L. 

Janover, Richard, 218 Beach 141st Street, 
3elle Harbor, L. I. 

Jencks, William B., 33-17 84th Street, 
Jackson Heights, L. I. 

Johnson, Clarence J., 511—5th Avenue, 
New York City 

Johnston, William S., 9254—217th Street, 
Queens Village, L. I. 

Journer, Samuel B., 1895 Walton Avenue, 
Bronx, N. Y. 


Kadish, Arthur, 225 East 74th Street, 
New York City 

Kaiser, Emil, 2320 Kings Highway, 
Brooklyn, N. Y. 

Kalver, Isidor, 35 Newport Street, 
Brooklyn, N. Y. 

Kaminsky, Alexander, 281 Clifton Place, 
Brooklyn, N. Y. 

Karch, Lambert S., 425 Meeker Street, 
South Orange, N. J. 

Karlson, Helge T., 101 Wynsum Avenue, 
Merrick, N. Y. 

Kart, Hyman, 2814 Brighton 8th Street, 
Brooklyn, N. Y. 

Kass, Joseph, 1631 Nelson Avenue, 
Bronx, N. Y. 

Katz, Abe, 92 Hooper Street, 
Brooklyn, N. Y. 

Kaufman, Bernard, 779 Riverside Drive, 
New York City 

Kaufman, Samuel D., 222 Foster Street, 
Boston, Mass. 

Keane, George J., 
Brooklyn, N. Y. 

Keeler, Howard L., 2336 University 
Avenue, Bronx, N. Y. 

Keeter, Sewell, 46 N. Arlington Avenue, 
East Orange, N. 

Kerman, Isidore W., "70 Bay 20th Street, 
Brooklyn, N; Y¥. 

Kintisch, Morton D., 80 Dove Street, 
Albany, N. Y. 

Kirchmer, Chester A., 376 Cornelia 
Street, Brooklyn, 

Kitay, Victor, 1374 Ocean Avenue, 
Brooklyn, N. 

Kivelewitz, Paul, 31 Fairmont Street, 
Norwich, Conn. 

Kleiman, Reuben R., 2249 Morris Avenue, 
New York City 

Klein, Irving Saul, 1704 Morris Avenue, 
New York City 

Klein, Rudolph Charles, 187 Jefferson 
Avenue, Mineola, L. I. 

Klie, Richard L., 85-24—123rd Street, 
Richmond Hill, N. Y. 

Knittel, Anthony hiss ig 59 LeRoy 
Street, Rochester, N. 

Knowlan, John Joseph, 336 Daub Avenue, 
Hewlett, N. Y. 

Koenig, Jacob, 4614—Avenue J., 
3rooklyn, N. Y. 

Koeppel, Robert G., 1640 Macombs Road, 
New York City 


182—73rd Street, 
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Kohleriter, Sidney, il Brighton Terrace, 
Brooklyn, N. Y. 

Kohn, Lester Jerome, 215 West 83rd 
Street, New York City 

Konig, Samuel, 1372 Franklin Avenue, 
New York City 

Konsevick, Leon, 
West New York, N. J. 

Kramer, Jack Myron, 800 West End 
Avenue, New York City 

Kraplick, Philip, 1070 Cypress Avenue, 
Ridgewood, N. Y. 

Krause, Frederick, 484 New Jersey 
Avenue, Brooklyn, N. Y 

Kravitz, Bernard, 2164 cues Avenue, 
Brooklyn, N. Y 

Kreinik, Arthur, 
New York City 

Kronish, Benjamin, 
New York City 

Krupnick, George J., 


728 Hudson Avenue, 


1240 Walton Avenue, 


1450 Broadway, 


Brooklyn, N. Y. 
Kurshan, Herbert, 1079 East 18th Street, 
Brooklyn, N. Y. 


Lamm, Joseph Herman, 2139 East 26th 
Street, Brooklyn, N. Y. 

Lang, Norman E., 56 Pine Street, 
New York City 

Laufer, Leonard, _384 East 96th Street, 
Brooklyn, N. 

Laveman, Joseph D 
Astoria, L. I. 

Lawder, Kenneth A., 
New York City 

Leahy, Austin Vincent, 1910—Avenue 
“N”, Brooklyn, N. Y. 

Leib, Charles Albert, 1125 Boston Road, 
Bronx, N. Y. 

Leight, Seymour, 1 Sickles Street, 
New York City 

Leonard, George Burling, 299 Riverside 
Drive, New York City 

Lerner, Louis, 1751 Anthony 
New York City 

Leventhal, Harry, 
Bronx, N. Y. 

Levine, Abraham A., 921 Montgomery 
Street, Brooklyn, N. Y. 

Levine, Bernard, 3091 Brighton Third 
Street, Brooklyn, N. Y. 


, 2333—30th 


2 Rector Street, 


Avenue, 


1146 Ogden Avenue, 


Levine, Irving, 902—43rd Street, 
Brooklyn, N. Y. 

Levine, Louis, 765 Georgia Avenue, 
Brooklyn, N. Y. 


Levitan, Walter, 178 Ocean Parkway, 
Brooklyn, N. Y. 

Levitt, Irving, 2784 West 36th Street, 
Brooklyn, N. Y. 

Levy, Ralph, 223 Lenox Road, 
Brooklyn, a ee 

Lieber, Sidney, 2366 East 17th Street, 
3rooklyn, ee 

Lieblein, Jack, 1681—65th Street, 
Brooklyn, N. Y. 

Light, Edward, 31 Hamilton Avenue, 
Staten Island, N. Y 


550 Graham Avenue, 


Avenue, 


Loeb, Irving E., 2181 East 28th Street, 
Brooklyn, N. Y. 

London, Harold Norman, 1690 Longfellow 
Avenue, Bronx, N. Y. 

Lucie, Gustav, Jr., 27 Park Place, 
Bloomfield, N. J. 

Lucius, Robert Edward, 862 East 12th 
Street, Brooklyn, N. Y. 

Luftglass, Gustave J., 79 East 37th Street, 
Brooklyn, N. Y. 

Lyden, James Francis, 333 East 52nd 
Street, New York City 

Lynch, William S., 170-49 Cedarcroft 


Road, Jamaica, L. I. 

McClure, Robert Louis Jr., Chatsworth 
Garden Apts., Larchmont, N. Y. 

McCormack, — T., 16 Britton Street, 
Jersey City, N. J. 

McCullough, John E., 3938—49th Street, 


Long Island City, N. 
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A Balance Sheet for Latin American Trade 


By Epwarp J. Nosie, Under Secretary of Commerce 


AM greatly honored in being in- 
vited to appear before you, but I 
do so with certain fears. 

You gentlemen are trained in care- 
ful analysis. You are given to check- 
ing and double checking for any pos- 
sible item of error. So partly in self- 
protection, I have selected a subject 
which is full of intangibles and im- 
ponderables—a subject in which it 
is impossible to reach the neat and 
positive balancing of debits and 
credits prescribed by your profes- 
sion. 

On one preliminary detail, how- 
ever, I need have no fear of your 
scrutiny. Just ahead of us, in the 
week of April 8th to 15th there will 
be celebrated throughout this hemi- 
sphere the fiftieth anniversary of the 
Pan American Union. In that period 
you will hear much about the fine 
achievements of that organization 
and the distinguished men who have 
directed it. Its record of helpful serv- 
ice in its field has gained for it a 
host of friends all over Latin Amer- 
ica and the United States. It is a liv- 
ing, vital force in the cultivation of 
inter-American relationships. It has 
made for itself a place high among 
the honored and respected institu- 
tions of our day. 

sut despite the passage of these 
fifty years, and the broad labors of 
this great organization, a sense of re- 
moteness still haunts our thoughts 
about South America. During that 
same period the European scene has 
become a close-up—thanks to our 
tourists, our traders and even, un- 
fortunately, our soldiers. But Latin 
America still seems to be different. 
There is a glamour about such place 
names as Rio de Janeiro, Valparaiso, 
and Quito. There is an exotic quality 





to such commodities as coffee, gold, 
cacao, bananas, dyewoods, molas- 
ses, and rum—and we can still hear 
the clink of pieces of eight when 
they are mentioned. In short, we 
are still romantic about our neigh- 
bors to the south of us. 

However, since the turn of the 
century, and particularly in the last 
twenty-five years we have been find- 
ing more practical and realistic words 
and concepts creeping into our think- 
ing and talking about Latin America. 
We hear more now of such work-a- 
day products as manganese, tin, 
petroleum, cotton, copper, casein, and 
chicle. Such names lack the spicy 
tang of some of the older terms, but 
today they stand for hundreds of 
millions of dollars in the flow of 
world trade. 

We get some of the same balanc- 
ing sense of realism into our picture 
of Latin America when we look at 
our own export figures. Last year, 
for example, of our $29,000,000 sales 
of such distinctly American special- 
ties as office appliances about 20 per- 
cent went to the regions which we 
have been wont to describe as “the 
land of manana.” That imagined 
innate Latin suspicion of the loose-leaf 
ledger has given way to an enthusi- 
astic approval of modern accounting 
practices among progressive mer- 
chants and industrialists of nearly 
every Latin American country. Per- 
haps it is their adoption which ex- 
plains another change, namely, the 
gradual breakdown of the cherished 
Order of the Daily Nap, or siesta. 
If so, you accountants have some- 
thing to answer for, and I would 
enter it against you on the ledger. 

Vanished too from our romantic 
picture is that old-time type of 
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American commercial representative 
whose chief equipment consisted of 
a guitar, a commodious hammock 
and an unquenchable thirst. The 
man who today aspires to a job in 
the field of foreign trade must be 
qualified to serve as a diplomat, a 
trade analyst, and as an economic 
and financial reporter. And his day 
will be a busy one from morn to 
night, with little opportunity for in- 
dulgence in hammock—or any other 
forms of swinging. 

These few highlights, better per- 
haps than many words, may indi- 
cate to you the tremendous altera- 
tion which has been made in the 
Latin American scene since the first 
World War. Briefly, from a reputed 
land of dolce far niente Latin America 
has come to be a region of bustling 
and energetic enterprise. In a com- 
paratively brief space of time it has 
made up many of the accumulated 
deficiencies in the industrial pro- 
gress of its pre-war generation. If 
some of its nations in doing this 
have, in effect, mortgaged a measure 
of their future, they are by the same 
token that much better prepared to 
meet the situation which the new 
struggle in Europe presents to them. 

It may be accepted that the first 
World War contributed more than 
any other factor to the bringing 
about of this change. For this reason 
it is instructive to review what hap- 
pened to Latin America upon its out- 
break. 

The swiftly developing events of 
August 1914 caught the Latin Ameri- 
can countries in the same toils of 
bewilderment and doubt that seized 
upon the other neutral nations of the 
world. There followed a period of 
plunging prices as the war-affected 
regions raced to unload on others 
their holdings of securities, com- 
modities, and anything that could be 
converted into credits. Gold itself 
disappeared from circulation and 
there quickly followed national mora- 
toria and suspension of trading on 


the international bourses. Demands 
were made for settlement of out- 
standing balances, and the exchange 
values of allied currencies rose to 
almost prohibitive rates. It did not 
occur to the debtors to refuse to pay 
up, and the strain put upon their 
economies threatened to bankrupt 
the weaker entities. Communication 
facilities were disrupted and ports 
in South America yawned with non- 
existent tonnage. Formerly busy 
docks became idle, except as deposi- 
tories for accumulating stores of 
backed-up raw commodities which 
were ignored by warring nations in- 
tent on their immediate objectives. 
Vessels of their own the. Latin 
American nations did not possess, 
and those of the other neutral sea- 
faring countries were too busy har- 
vesting war profits nearer home to 
heed the needs of South America. 
Imports came not to their shores, 
to the impoverishment of their 
treasuries and the dislocation of their 
daily economy. For fully a year 
this general disruption of trade and 
industry laid a blighting hand on the 
business activities and social pro- 
gress of Latin America, causing 
heavy losses and suffering among 
the people there. 


How different the reactions in 
Latin America to the outbreak of 
the present strife in Europe. In the 
first place there was lacking much 
of the element of surprise that so 
disorganized the world in 1914. For 
those who follow closely the march 
of international events, the succes- 
sion of happenings in Europe during 
the autumn of 1938 and the first 
half of 1939 spelled a warning. Upon 
the declaration of war there was a 
brief flurry in commodity and se- 
curity prices, but this manifestation 
shortly petered out and no bourses 
closed. Few moratoria were at- 
tempted and prices steadied at slightly 
higher levels. In matters of fiscal 
control the Latin American nations 
were not this time unprepared. The 
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intervening years had taught them 
the essentials of foreign exchange 
manipulation and currency controls. 
Withdrawal and hoarding of gold 
and convertible currency did not de- 
velop since there was little or none 
in circulation. Most of the countries 
too were able to maintain, and in 
some cases to increase, the outward 
movement of their commodities. In 
this particular they were much better 
equipped to help themselves than 
they had been in the previous war. 
Not only had they better harbor and 
dock facilities but there had been a 
considerable expansion of transport 
and communication services. In- 
creased tonnage of United States 
registry became available when Con- 
gress revised the neutrality law, and 
several of the Latin American gov- 
ernments had acquired the nucleus 
of a carrier fleet under their own 
flags. Altogether it is estimated that 
there are now registered for service 
in this trade under the combined 
flags of the Pan American nations 
somewhat more than 1,000 steamers 
and motor ships with a total gross 
tonnage of over 2,000,000. Of these 
the majority have their home ports 
in Latin America. 


By way of supplementing these 
services, there has been an extraor- 
dinary development throughout Latin 
America over the last decade in the 
mail, passenger, and express facili- 
ties afforded by the airways. Con- 
sidering that prior to 1929 there was 
not a single American air line operat- 
ing over South America, the service 
offered today, combining speed, com- 
fort and security, is astonishing. The 
coverage by air service now includes 
every country of Latin America, and, 
in addition to our internationally 
operating planes, there are numer- 
ous feeder and shuttle lines of local 
registry. Today the Latin Ameri- 
cans are if anything more airminded 
than are our own citizens, and for 
some regions of Central and South 
America .air travel has become an 
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important link in the domestic trans- 
port system. 

Wire communications which in 
the earlier period had consisted of 
rather circumscribed telegraph and 
cable lines had by 1939 been trans- 
formed into highly effective inter- 
national units of ocean cable, tele- 
phone, and radio services reaching 
practically every important capital 
and commercial center in Latin 
America. 

The advent of the American auto- 
mobile in Latin America brought 
with it a universal demand for better 
roads, and the trend of progress in 
that direction parallels that which 
took place in this country. New and 
improved highways have been an 
important factor in more ways than 
one in the economic progress of the 
countries to the south, opening up 
new regions for productive labor 
and bringing a greater degree of 
economic stability. 

Thus, it is a different Latin America 
today that faces whatever may be 
in store for its people as the outcome 
of the European war. There has 
been a steady increase in population, 
additional areas have been brought 
into useful production, multiple pub- 
lic services established and extended, 
and a more adequate and self-sus- 
taining economy developed. Psycho- 
logically, there is a new sense of 
independence and a stronger feeling 
of confidence in their ability to work 
out their own problems in their own 
way. 

Hand in hand with this progress 
there has come a noteworthy in- 
dustrial advance. Such development 
was negligible when at the end of 
the old era in 1915 the Latin Ameri- 
cans were brought sharply up 
against the reality of curtailed im- 
ports from Europe. While still re- 
stricted chiefly to the production of 
consumer goods, some of the more 
advanced nations of South America 
now possess industries comparable 
in equipment and efficiency to our 
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own. Under the present stimulus 
of imports difficulties from the war- 
ring regions of Europe further ex- 
pansion will undoubtedly occur. 
This is already indicated by the in- 
creased demand for medium-heavy 
hardware, rolling stock, and _ pro- 
cessing machinery and equipment. 
Calls on the technological services 
of which we have an abundant sup- 
ply may follow in due course. 


It cannot be said that our Ameri- 
can manufacturers and exporters 
are not alive to this situation. Dur- 
ing five complete months succeed- 
ing the outbreak of the war our ex- 
ports to Latin America have shown 
increasingly important gains over 
the same period of the previous year. 
For example, in September 1939, 
our shipments to that region 
amounted to $54,517,000 which was 
24 percent greater than for the same 
month in 1938; in December the 
value rose to $76,566,000, an increase 
of 47 percent over the final month 
of 1938. Such items as iron and 
steel, coal, tin plate, railway rolling 
stock, industrial machinery, rubber 
goods, aircraft and electrical equip- 
ment contributed chiefly to swell 
these gains. 


Undoubtedly, future months will 
continue to show favorable margins 
of exports over the same months of 
the preceding year, for a time at 
least. Generally speaking, we can 
supply the goods and, for the most 
part, Latin America is favorably dis- 
posed toward buying them. The 
fundamental problem, as_ nearly 
every schoolboy is now aware, lies 
in finding the dollar exchange which 
Latin America must have to con- 
tinue buying. This is currently 
being demonstrated by 5 war- 
months’ United States import sta- 
tistics which, although revealing a 
pick-up of $54,883,000 in our pur- 
chases from Latin America, show a 
lag of some $50,775,000, as compared 
with our export gain of $105,658,000 
in the same period. Obviously this 


trend cannot continue indefinitely 
and so long as Latin America’s more 
important customers insist on with- 
holding balances built up in their 
currencies there are only two prob- 
able solutions, vizi—greater volume 
of purchases of Latin American 
wares by ourselves, or substantially 
higher quotations for the products 
they now sell to us. 


The only other alternative, and 
one which may come about by force 
of circumstances, is the abandon- 
ment or at least the modification of 
the bi-lateral trade notion by the 
major European powers. This may 
be brought about in either of two 
ways, or possibly a combination of 
both: One—the development of a 
Latin American sellers’ market 
which would affect not only the 
actual prices but also the conditions 
of sale; or, two—loosening by the 
allies, more or less voluntarily, of 
their exchange control over the pro- 
ceeds of Latin America’s sales to 
them. This might come about as a 
result of a threatened breakdown in 
the Latin American countries of 
their physical plant or transport 
services. Before permitting such a 
breakdown actually to occur, the 
allies, rather than deprive them- 
selves of elements necessary to the 
successful prosecution of the war, 
would perforce agree to some ar- 
rangement allowing the Latin 
Americans to utilize their accumu- 
lated credits for the purchase else- 
where of indispensable materials. 
This contingency would be hastened 
by the bombing of strategic indus- 
trial plants or transport centers in 
allied territory, or intensification of 
the struggle on the war fronts which 
would cause the diversion or im- 
mobilization of allied industrial re- 
sources on an important scale. 


For many years England has been 
the best customer of a number of 
the South American countries. From 
Argentina, for example, she pur- 
chased in 1939 raw products to the 
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value of 517,000,000 pesos or 32.9 
percent of that country’s total ex- 
ports, while the United States trailed 
far behind with purchases valued at 
187,000,000 pesos or 11.9 percent. 


Great Britain obtained very consid- 


erable benefits in respect to her 
Argentine commerce through the 


trade treaty concluded in 1933, and 
at the same time reserved a substan- 
tial share of her great consuming 
market to the Argentines, a practi- 
cal and realistic quid pro quo. 
Treaties of the general character 
of the one in effect between Great 
Britain and the Argentine have be- 
come increasingly important to the 
trading nations of the world in the 
past ten years. Similar agreements 
have been entered into by the United 
States with some of its most impor- 
tant customers since such treaties 
were authorized by Congress in 1934. 
In 1939 no less than 60 percent of 
our foreign trade was with countries 
with whom we had concluded recip- 
rocal trade agreements. In round 
figures this amounted to three bil- 
lion, two hundred and forty million 
dollars, obviously a sum of sufficient 
importance to be considered seri- 
ously in matters affecting the pros- 
perity of this country. That these 
agreements are considered not only 
practical but essential to the present- 
day equipment of foreign trading 
nations is evidenced by the constant 
endeavors of such countries to con- 
clude mutual-agreement pacts among 
themselves and with our Latin Ameri- 


can neighbors. In the past year a 
number of such agreements have 


been entered into, varying from 
simple tariff concessions to more 


complex arrangements covering ex- 
change allotments, import licenses, 
shipping facilities, credits, and clear- 
ing processes. Signatories would in- 
clude most of the countries of the 
world. 

To ignore these developments in 
the technique of foreign trade rela- 
tions would be incompatible with 
American commercial enterprise. In 
Latin America we have signed recip- 
rocal trade agreements with eleven 
out of the twenty republics, includ- 
ing most of the Central American 
nations and with Cuba, Colombia, 
and Brazil among the larger ones. 
In 1939 our exports to ten of these 
trade-agreements signatories was 21.8 
percent over the 1938 shipments, as 
against an increase of only 1.3 per- 
cent in our export trade with the 
rest of the world. The value of our 
trade with these countries repre- 
sents less than half of our total com- 
merce with Latin America, which in 
1939 amounted to $1,066,919,000. 

The reciprocal trade agreements 
program may be considered as the 
American version of a trade-expan- 
sion vehicle which was already be- 
ginning to make progress against 
our own efforts to increase our for- 
eign trade when the Act was adopted 
by our Congress in 1934. In Latin 
America it is our answer to Europe’s 
challenge of barter and _ bi-lateral 
trade theories, exchange compensa- 
tion agreements, and threats of 
Asiatic economic penetration. And 
it is a sufficiently conservative for- 
mula to command the support of a 
majority of our American business 
men and the respect of thinking 
people everywhere. 
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Arbitration in Action 


By FRANKLIN E. PARKER, JR. 


F I were not speaking to a group 

of accountants tonight I would 
say that to me arbitration in action 
means arbitration as carried out in 
practice by the American Arbitra- 
tion Association; but you are a 
group peculiarly dedicated to exact- 
ness, and that might be somewhat 
of an exaggeration, because there is, 
and there has been, arbitration in 
the United States outside of the 
American Arbitration Association. 
But certainly today its chief inspira- 
tion as a movement is carried on by 
that Association. 


I want to make two assumptions. 
I shall assume that we all under- 
stand that arbitration is a voluntary 
procedure. It is voluntary if a spe- 
cific case is arbitrated by a submis- 
sion of that one case. It is voluntary 
if an arbitration arises under an 
arbitration provision in a contract 
that any future dispute under the 
contract will be settled by arbitra- 
tion. The voluntariness is all- 
important. 


Second, to me, because of my 
profession as a lawyer (and I em- 
phasize this, although it may not 
appeal to you or to many others 
to the same degree), arbitration 
must mean a process involving legal 
enforcement. There has been arbi- 
tration in the world for centuries; 
but until we had laws which en- 
forced an award, arbitration was a 
slow moving institution. Under the 
Federal Arbitration Act, under the 
New York Arbitration Act, under 
the arbitration acts of twelve other 
States of the Union, and they are 
the principal industrial States, an 
award is enforcible as the judgment 
of a court. 





Public Accountants. 


When, therefore, arbitration has 
become a voluntary and enforcible 
process, what are the other reasons 
for its importance? First of all, each 
question is put to a board of experts, 
to a board which knows the business 
involved in the dispute. The Ameri- 
can Arbitration Association has a 
panel of 7,000 arbitrators who serve 
voluntarily. They are not only good, 
or pretty good, they are the best 
that can be had in any profession or 
any business which is being carried 
on. There is no question so peculiar, 
so unique, that we cannot get people 
who know that unique, peculiar busi- 
ness thoroughly. Arbitrations have 
actually ranged from one involving 
diamond cutting in Amsterdam 
(which, you will admit, requires 
peculiar knowledge) to a question 
as to whether the birth of a child 
to a prominent actress was an act 
of God under a theatrical contract, 
for which most men, whether ex- 
perts or not, might be adequate ar- 
bitrators. 

Secondly there. is the quickness 
of the process. Arbitration is fast, 
and those of you who have been 
subjected to litigation and also to 
arbitration realize this. One special 
instance of how speedy arbitration 
can be is a case which happened 
not long ago. The afternoon of the 
first night of a play, a dispute arose 
as to which names of the cast should 
go in the electric sign over the 
theatre. The opening of the play 
was threatened — and _= seriously 
threatened. At 4:30, we were in- 
formed of this dispute, and at 5 :30— 
one hour later—a board of arbi- 
trators had been gathered, a hear- 
ing had been held and an award 
made. I think that is fast justice. 


Presented at the March 18, 1940 meeting of The New York State Society of Certified 
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Next comes the cheapness of the 
proceeding, and again, wearing 
down my own profession, those of 
you who have been subject to litiga- 
tion and at the same time to arbi- 
tration can realize what arbitration 
saves in money. 

The fourth important considera- 
tion is the fact that an arbitration 
is a private hearing; it is not subject 
to public intrusion—to long and 
more or less (and usually less) in- 
accurate accounts of what happened 
in the hearing. 


Now, with those four points: ex- 
pertness, speed, cheapness and lack 
of publicity—the great thing which 
comes out of arbitration is the spirit 
of the parties when the arbitration is 
finished, for there is a spirit entirely 
different from that of litigation. It 
does not happen a few times or most 
times; it happens nearly always. 
Again, to give you a recent actual 
illustration. This arbitration in- 
volved the quality of paper stock 
supplied by a paper manufacturer 
to a box manufacturer. At the end 
of the arbitration, starting in the 
hearing room and completed on the 
elevator as the parties went down, 
a new contract was made between 
these same persons for the next 
year’s supply of paper. I doubt that 
this same thing could have happened 
if those parties had walked out of 
a hotly contested litigation of the 
same question which had been sub- 
mitted to arbitration. 





For years the American Arbitra- 
tion Association has had its Com- 
mercial Arbitration Tribunal. It is 
a proved thing and needs little ex- 
planation. It is very widely used. 
You can have an arbitration pro- 
ceeding with the same advantages 
in any place in the United States. 


Curiously enough, the initial hos- 
tility to commercial arbitration was 
largely consolidated in my own pro- 
fession. The lawyers were “agin it” 
most emphatically. Today, and for 


several years, the overwhelming ma- 
jority of cases in commercial arbi- 
tration are brought to us by lawyers. 
They have swung around completely 
and no group cooperates more thor- 
oughly with the American Arbitra- 
tion Association than the lawyers 
of New York City through their 
bar associations. 


The spread of commercial arbi- 
tration can be well illustrated by 
merely mentioning a few industries 
which are entirely under arbitration. 
The air transport industry; the cot- 
ton and woolen textile industries; 
the entire amusement industry— 
stage, movies and radio; anything 
which may be a matter of dispute 
in those industries is settled by 
arbitration. 


In recent years the American 
Arbitration Association reluctantly 
(that is, to the extent that it did 
not reach for such questions), had 
submitted to it a number of ques- 
tions which were properly the sub- 
ject of industrial or labor arbitra- 
tion. Realizing its responsibility 
wherever arbitration and its growth 
are involved, the American Arbi- 
tration Association took up the task 
of industrial arbitration. In order 
to keep the industrial or labor pro- 
cess separate from commercial arbi- 
tration, the American Arbitration 
Association established an industrial 
arbitration tribunal which hears and 
determines and makes awards solely 
on labor disputes. It is a youthful 
tribunal, but today, the calendar of 
arbitrations involving industrial dis- 
putes is almost as great as that of 
commercial arbitrations. It has the 
blessing of both labor unions, the 
A. F. of L. and the C.L.O.. and. 
with no apologies but knowing that 
even Mr. Noble would understand, 
the unions have found they would 
rather put their disputes up to a 
board under the Industrial Arbitra- 
tion Tribunal of the American Arbi- 
tration Association than they would 
to Government boards. 
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Industrial arbitration still needs 
a tremendous amount of educational 
work done among employers, and 
that is a problem to which the 
American Arbitration Association is 
dedicating itself and in which, in a 
few years, we think it will make 
great strides. I personally think the 
settlement of industrial disputes by 
the American Arbitration Associa- 
tion will be one of the greatest con- 
tributions to American society. 

In addition to industrial arbitra- 
tion and to commercial arbitration, 
there is the foreign field, and here 
again, in the last three or four years, 
the American Arbitration Associa- 
tion has made great strides. Ma- 
chinery is now in existence which 
covers the entire western hemi- 
sphere. Under the Inter-American 
Commercial Arbitration Commission 
to which Mr. Noble referred, all of 
the nations in the western hemi- 
sphere to the south of us are covered. 
The last country to join a similar 
procedure was Canada, with whom 
we are now in the process of per- 


Under the 
arrangements entered into by the 


fecting an agreement. 


American Arbitration Association 
with the International Chamber of 
Commerce, the rest of the world is 
potentially covered. There is, there- 
fore, now in existence machinery by 
which businessmen involved in for- 
eign trade can have every dispute 
settled by arbitration. 

That is the present picture of ar- 
bitration. It is a functioning, going 
process. I want to say, in closing, 
that your own Society of account- 
ants has been of tremendous value 
to the American Arbitration Asso- 
ciation in furthering arbitration. Mr. 
Kortjohn has been an invaluable and 
faithful arbitrator. Mr. Hughes has 
been of the greatest help to us, and 
he has given freely his sound ad- 
vice. He has recently been ap- 
pointed to the Board of Liaison Off- 
cers of the American Arbitration 
Association, a large group which 
will be very active in the future in 
furthering arbitration throughout 
American business. 
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Petroleum Industry Accounting 


At the third of a series of five 
weekly round-table meetings on the 
evening of November 1, 1939, at the 
Engineering Auditorium, New York 
City, the following addresses were 
delivered and discussions held under 
the direction of Mr. Andrew Stewart, 
First Vice-President of the Society, 


in the absence of the Chairman and 
the Vice-Chairman of the Committee 
on Petroleum Industry Accounting. 
The speeches were presented by the 
following individuals: Messrs. Percy 
Rappaport, Thomas G. Higgins, and 


John H. Williams. 


Some Observations on the Valuation of Inventories on the 
“Last-In, First-Out’? Method from the Standpoint 
of the Petroleum Industry 


By Percy Rappaport, C.P.A. 


HE question of valuing inven- 

tories on the “last-in, first-out” 
method is now under discussion by 
officials of a wide variety of indus- 
tries. It is receiving renewed con- 
sideration by the petroleum indus- 
try in view of the provision in the 
1939 Revenue Act which permits the 
general use of the “last-in, first-out” 
method and of the possible increase 
in prices as a consequence of the war 
in Europe. 

For the benefit of you who may 
not be closely associated with the 
oil business, it may be interesting 
to review the consideration already 
given to this question by various 
committees and to indicate the ex- 
tent to which the “‘last-in, first-out” 
method has been adopted. 

In August, 1934, the chairman of 
the Committee on Uniform Methods 
of Oil Accounting of the American 
Petroleum Institute notified the 
board of directors of the Institute 
that, after several years’ study, his 
committee at the meeting held in 
Pittsburgh the previous May had 
voted unanimously to recommend 
for approval the valuation of inven- 
tories of petroleum companies on 
the “last-in, first-out” basis. This 
recommendation was considered by 
the board of directors of the Insti- 


tute at their meeting in Dallas in 
November, and the following resolu- 
tion was passed on November 12, 
1934: 

“RESOLVED: That the uniform 
method of valuing petroleum inven- 
tories called the ‘last-in, first-out’ 
system, as presented by the com- 
mittee on uniform methods of oil 
accounting, is hereby accepted and 
recommended for adoption for the 
calendar year 1934 or as soon there- 
after as practicable, as a method of 
valuing petroleum inventories, to be 
used in conjunction with the general 
form of balance sheet and text as 
approved December 9, 1926, as a 
system for keeping books and ac- 
counts and for making the report 
for all those engaged in the oil in- 
dustry, it being understood this uni- 
form method of valuing petroleum 
inventories, as well as the balance 
sheet and text, is subject to such 
changes and improvements from 
time to time as the committee may 
deem necessary after approval by 
the board of directors.” 

The Special Committee on Inven- 
tories of the American Institute of 
Accountants collaborated with the 
American Petroleum Institute’s com- 
mittee and in May, 1936, submitted 
a report to the Council of the Amer- 
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ican Institute of Accountants in 
which the question of valuing in- 
ventories by oil companies was dis- 
cussed in considerable detail. The 
conclusion of the Special Committee, 
as stated in its report, was: 


“The ‘last-in, first-out’ method for 
the valuation of oil company inven- 
tories, as recommended by the 
American Petroleum Institute, con- 
stitutes an acceptable accounting 
principle for those companies which, 
finding it adaptable to their needs 
and views as correctly reflecting 
their income, apply it consistently 
from year to year; it is important, 
however, that full and clear disclo- 
sure in their published financial 
statements be made by the com- 
panies adopting it, both as to the 
fact of its adoption and the manner 
of its application, including informa- 
tion as to the period adopted for the 
unit of time within which the goods 
‘last-in’ are deemed to be ‘first-out ;’ 
that is, whether the fiscal year, or a 
shorter or longer period. 


“Since the method as outlined by 
the committee of the American 
Petroleum Institute requires that 
the valuation to be placed upon the 
inventory be ‘conservative or rea- 
sonable,’ without, however, provid- 
ing for a uniform standard or com- 
mon basis in the determination of 
such valuations, it must be under- 
stood by readers of the financial 
statements of companies adopting 
the method that the inventory valu- 
ation of one such company is not to 
be regarded as comparable with that 
of another, except only in so far as 
the current replacement valuation 
required to be disclosed, when less 
than the valuations arrived at under 
the method afford such a compari- 
son. 


“The foregoing conclusion of our 
committee, however, does not pre- 
clude our viewing other methods as 
being either equally acceptable or 
preferable in the case of other com- 


panies where different conditions 
may prevail.” 

A review made not so long ago 
of the published accounts of eighteen 
leading oil companies and of the 
Forms 10-K of such of these com- 
panies as were listed on the New 
York Stock Exchange disclosed the 
use of a “last-in, first-out’ method 
by only seven of these companies. 
Two companies reported the use of 
“cost (first-in, first-out),” four com- 
panies (of which at least one ar- 
rived at inventory cost by “first-in, 
first-out”) reported their petroleum 
inventories at “lower of cost or mar- 
ket” and the remaining five com- 
panies used other bases such as 
average cost, at or below current 
cost and below market, market with 
a reserve for crude and refined oil 
price changes, etc. It is quite pos- 
sible, of course, that other com- 
panies in this group in addition to 
the seven may be using the “‘last-in, 
first-out” method in pricing certain 
sections of their inventory without 
having indicated that they were so 
doing in the accounts available to 
the public. 

If the foregoing condition is rep- 
resentative of the industry as a 
whole, it would mean that many oil 
companies have not yet adopted a 
“last-in, first-out” method. 

The re-examination of the ques- 
tion of the desirability of adopting 
the “last-in, first-out” method of 
valuing inventories by companies not 
already using that basis will no 
doubt result in the development of 
thoughts on the subject in addition 
to those which have already been 
expressed, and it is to be hoped that 
in the discussion tonight contribu- 
tions toward that end will be made 
by many who are present. No at- 
tempt will be made in the following 
remarks to present a complete re- 
port of the views which have been 
expressed from time to time. It is 
believed, however, that the purpose 
of this meeting will be served by 
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comments which can 


restating 
readily be recalled. 


At the outset it cannot be empha- 
sized too strongly that the terms 
“last-in, first-out” and “base stock” 
should not be used interchangeably, 
as is often done. Under certain cir- 
cumstances the same results may 
be obtained by the application of the 
“last-in, first-out” method as by the 
application of the “base stock” 
method. That is probably the rea- 
son for the frequent confusion of 
the two terms. Actually, the prin- 
ciples underlying the two methods 
are fundamentally different. Under 
the “base stock” method the assump- 
tion is made that a fixed quantity of 
inventory is always on hand, and 
that the unit price thereof remains 
fixed indefinitely. If the quantity of 
inventory on hand exceeds the quan- 
tity that has been established as 
being fixed, the excess is priced at 
cost or, if desired, at cost or market, 
whichever is lower. If the quantity 
of inventory on hand is less than the 
quantity that has been established 
as being fixed, the deficiency in in- 
ventory has been charged to cost of 
sales and credited to inventory ac- 
count at market price. On the 
other hand, under the “last-in, first- 
out” method prescribed by _ the 
American Petroleum Institute, 
neither the quantity nor the price 
would ordinarily remain fixed for a 
period longer than one year. 


The basic principles of the “last- 
in, first-out” method of valuing pe- 
troleum inventories are set forth and 
illustrated on pages 61, 62 and 63 of 
the June, 1936, edition of Uniform 
System of Accounts for the Oil In- 
dustry published by the American 
Petroleum Institute. Briefly, it is 
provided that current costs of crude 
oil and products should be charged 
against current sales. Where an in- 
crease in the inventory quantity has 
occurred during the year, the in- 
crease is to be valued at the aver- 
age cost of purchases or production 


for the year. Where a decrease in 
inventory quantity has occurred, the 
entire inventory is to be valued at 
the same unit price as was used at 
the beginning of the year. 


Before proceeding further it is im- 
portant to recognize that under the 
Petroleum Institute procedure the 
unit price of the inventory may 
change either upward or downward 
over as short a period as two years, 
even though the quantity on hand 
at the end of the second year is the 
same as that on hand at the begin- 
ning of the two-year period. 


The Petroleum Institute advo- 
cated that when a company starts 
the “last-in, first-out” inventory 
plan, the prices should be set at a 
conservative or reasonable level, and 
that thereafter inventory prices de- 
termined in accordance with their 
plan should not be reduced to mar- 
ket prices where market prices are 
lower. In this connection it will be 
interesting to note that, according to 
the 1939 Revenue Act, a taxpayer 
who adopts the “last-in, first-out” 
method is not permitted to reduce 
the price of the inventory below cost. 
In this respect both the Petroleum 
Institute and the tax methods are the 
same after the plan has been put into 
operation, but the tax method does 
not recognize the valuation of in- 
ventories on a conservative or rea- 
sonable level, which is permitted by 
the Petroleum Institute upon the 
adoption of the “last-in, first-out” 
method. 

Officials of petroleum companies 
who have given serious thought dur- 
ing the last five years to the adop- 
tion of the plan recommended by 
their Institute, have been faced with 
two problems in regard to the ap- 
plication of the conservative or rea- 
sonable level theory to the opening 
inventory; first, what price should 
be used, and second, what disposi- 
tion should be made of the difference 
between the carrying value of the 
inventory at the opening and the 


399 








The New York Certified Public Accountant 


value selected. With regard to the 
first, the wide range of prices which 
prevailed during the past ten years 
made difficult the choice of the price 
to be used. With regard to the sec- 
ond, the question as to whether the 
difference, if of substantial amount, 
should be charged to surplus or cur- 
rent profit and loss had to be decided. 
It was recognized that if the charge 
were made to current profit and loss, 
the result for the year would be seri- 
ously distorted, while, on the other 
hand, if it were made to surplus the 
continuity of the earnings history 
would be broken. 


Another problem which was ex- 
tensively discussed by oil company 
executives was the effect upon the 
inventory value and the operating 
results which would be produced (a) 
by adhering strictly to the use of 
the fiscal year as suggested by the 
Petroleum Institute as the unit of 
time within which goods “last-in” 
were to be deemed to be “first-out,” 
or (b) by the use of shorter periods 
such as one month, three months, or 
six months. It was found that none of 
the periods mentioned seemed equally 
suited to all cases where finan- 
cial statements were required. For 
example, the year-to-date basis did 
not appear to serve the purpose of 
the operating executive who desired 
that current profits be calculated 
strictly on the basis of current costs. 
While the use of a period shorter 
than one year was believed to fur- 
nish a better basis for the prepara- 
tion of monthly statements and in- 
terim reports to the public, it was 
apparent that the use of a short pe- 
riod for the purpose of annual reports 
would tend to nullify one of the basic 
advantages claimed for the “last-in, 
first-out” method, that so-called “in- 
ventory profits” would be kept to a 
minimum in the event of rising 
prices over a period of several years 
and that earnings would accordingly 
be stabilized. 


Those who are considering the 


introduction of the “last-in, first-out” 
method during the year 1939 should 
bear in mind that neither the Petro- 
leum Institute nor the 1939 Revenue 
Act provides for reducing inventory 
values calculated under the “last-in, 
first-out” method to market, where 
market is lower. If the requirements 
of the Revenue Act are met with 
respect to the opening inventory, 
the price level at the beginning of 
the year compared with the price 
levels of the early nineteen thirties 
could hardly be said to be “con- 
servative or reasonable.” Should 
there be a drop from the present 
price level, the question of dealing 
with market values will undoubtedly 
arise. The Petroleum Institute sug- 
gests that where the market value 
of the inventory is less than the 
value of the inventory carried in the 
balance sheet, a disclosure should 
be made in parentheses or as a foot- 
note in such a manner that the ap- 
proximate difference can be ascer- 
tained, either in dollars or in terms 
of a percentage. Ifa relatively large 
loss should be thus indicated which 
is clearly not of a temporary nature, 
it is more than likely that account- 
ants would insist that the “lower of 
cost or market” basis be followed. 
This could easily be done by means 
of a special reserve. 


Should the carrying value of the 
inventory under the “last-in, first- 
out” method be substantially less 
than the market value, the Special 
Committee of the American Insti- 
tute suggested that a parenthetical 
disclosure in the balance sheet should 
be made. Financial executives of 
oil companies have pointed out that 
if such a condition should continue 
for several years, earnings might be 
withheld from surplus to such an 
extent as to interfere with the pay- 
ment of dividends. They have also 
pointed out that under the circum- 
stances mentioned above, the bal- 
ance sheet of a company might show 
an unfavorable ratio of current as- 
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sets to current liabilities, and should 
the company borrow in the short 
term market the distortion of the 
statistical picture would become 
even more exaggerated. The sig- 
nificance of the foregoing remarks 
will be apparent when it is realized 
that the inventories of oil companies 
represent approximately one-half of 
the total current assets. 

Under certain conditions and 
proadly speaking, the application of 
the “last-in, first-out’? method has 
been said by its proponents to stabil- 
ize profits over a period of years to 
a greater degree than is possible by 
the use of the lower of cost or market 
method. Accountants charged with 
the responsibility of expressing an 
opinion as to whether or not the 
“last-in, first-out” method is prefer- 
able in a particular case, will find it 
advisable to make a careful study of 
the question, utilizing forecasts 
made by responsible officials, data in 
connection with company’s past ex- 
perience, and also general informa- 
tion which the accountant may pos- 
sess. In my opinion it is question- 
able whether experience gained so 
far indicates clearly that the “last-in, 
first-out” method has lived up to all 
the claims made for it. 


Vice-President Stewart: Thank 
you, Mr. Rappaport, for your very 
interesting paper. I would like to 
make some general observations on 
that “last-in, first-out” method. The 
proponents of this theory have ex- 
plained that it is the ideal method 
to use in a business where there is 
instant reflection, in the market 
price of the finished product, of 
changes in replacement costs. I think 
the theory has been described very 
aptly as the theory of “causation.” 
In other words, if the market goes 
up and you immediately realize a 
higher price for vour product, it is 
reflected in your income from sales; 
but if you do not use the “last-in, 
first-out’ method, you are not relat- 
ing cause and effect. 
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Questions and Answers 


Mr. Cox: In comparing a “last-in, 
first-out” inventory with the market 
value, is the inventory valued as a 
whole? I mean, are the totals com- 
pared, or the individual parts within 
the inventory compared? In one 
section of an inventory would pro- 
vision be made for a large drop in 
market value, or would it be made 
on the total? 


Mr. Rappaport: I believe you will 
find there is considerable difference 
of opinion among accountants and 
certainly considerable difference of 
application by accountants in the 
treatment of this subject. Person- 
ally, I think, in an oil company, com- 
parison of market prices with cost 
—"last-in, first-out”, of large groups 
would give a satisfactory answer. 


Mr. Cox: I realize that the differ- 
ence of opinion does exist in the 
every-day commercial examination. 
The only reason I ask is because the 
plan being sponsored does. break 
away, somewhat. 


Mr. Rappaport: According to the 
tax law, as I understand it, the need 
to recognize market will not arise. 


Mr. Sprenkel: I do not recall ex- 
actly whether, in your article there, 
you mention that the A. P. I. or the 
oil executives suggested a_ special 
reserve in the case of radical changes 
or, rather drops. 


Mr. Rappaport: | think the A.P.I. 
people had the question of market 
in mind, but when they finally 
adopted the “‘last-in, first-out” plan 
they left the market factor open. I 
would take it from this act that they 
did not intend to recognize market; 
but I believe, as a matter of fact, 
some of the companies did recognize 
market even though it was contrary 
to the general instructions. 


Vice-President Stewart: I am sure 
vou have a lot more questions to ask. 
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Here is one of our regular contribu- 
tors of questions in the front row; I 
am sure you have got something, 
have you not? 

The Member: I am just wonder- 
ing about the production in the in- 
dustry. Is it fairly stable, does it 
depend on the price trend or quanti- 
ties? 

Mr. Rappaport: In the last five 
years (and speaking from memory) 
I think the inventory quantities have 
been rising somewhat and prices also 
rose until the end of last year. Pro- 
duction except in such states as IIli- 
nois has been under state control. 


Mr. Conway: As a matter of fact, 
in the oil business, have they not got 
the problem of joint costs? That is, 
they take their raw material and 
then they break up their gasoline 
and oil into a lot of by-products. 
Does that remain constant? Could 
they not juggle their prices without 
the “last-in, first-out” method? 


Mr. Rappaport: Well, the com- 
mon method for valuing in-process 
and finished products is the so-called 
“Federal Trade Method,” under 
which the various products derived 
from a specified quantity of crude oil 
are priced at selling prices; the 
aggregate of the selling prices of 
these products is compared with the 
cost of the crude oil plus conversion 
costs and the difference expressed in 
terms of a percentage is applied to 
the selling price of each product. 


Mr. Conway: They have a reser- 
voir of crude oil and they take that 
into their costs as on the basis of 
“last-in, first-out’; then it goes 
through the process of manufactur- 
ing, and each time they apply that 
method ? 


Mr. Rappaport: I do not know 
that anyone has decided upon a plan 
that would answer your question. I 
think the whole procedure is in a 
state of flux, today. Some of the 
companies are dealing with this 


problem one way and some another, 
[I do not think any definite procedure 
is being followed; at least, I have 
never heard of it. 

Mr. Rosenberg: Must you use 
your own cost of production or the 
current cost of the market in gen- 
eral of all the other firms manufac- 
turing? 


Mr. Rappaport: 


own costs. 


A Member: A question I have in 
mind about this proposed idea tak- 
ing out the last-in: Would that pro- 
cedure be the same if the industry 
were not on a proration basis? Is 
that a suggested change or an idea 
that we want to suggest be used for 
the current year, or is it merely an 
objection to the older method of tak- 
ing out the first-in? Prior to about 
ten years ago, oil was produced about 
as fast as it could be until it flooded 
the market, and when it went on pro- 
ration of course they had this oil 
around in pits and in producing fields 
in the pipe lines. Do we still feel we 
want to follow the new idea if they 
were produced on that basis? 


You use your 


Mr. Rappaport: It may very well 
be that if production became wide 
open again that- the “last-in, first- 
out” would work to better advan- 
tage, because I think you would 
have wider fluctuations and quicker 
ones. 

Same Member: Prices would drop 
very rapidly. I believe a_ price 
brought in as $1.50 a barrel recently 
dropped as low as 20c or 30c a bar- 
rel; so if you left that original inven- 
tory price in there, from an account- 
ing standpoint you would have to 
create a special reserve. 


Mr. Rappaport: The Petroleum 
Institute committee recommended 
that the opening inventory be stated 
at a reasonable level. If at the start 
the cost of the oil were $3 a barrel, 
they suggested that it be valued at 
what might be considered a reason- 
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able level. If $1.50 per barrel is con- 
sidered a proper level an adjustment 
between the $1.50 and $3 per barrel 
would require to be made. That 
raises the question as to whether this 
difference should be charged to cur- 
rent earnings or surplus. 

A Member: I take it that it is pre- 
sumed that we know what this 
method is, but frankly I do not. May 
I ask a little enlightenment on that? 
Just to make it simple, we will take 
a company that has just started in 
business. Let us assume it has 100 
units of a certain thing in inventory 
at the end of its first fiscal year. Do 
I understand you would value that 
at the original cost—at the cost of 
the first 100 units that firm produced 
or purchased ? 


Mr. Rappaport: There are several 
ways of doing it. The Petroleum In- 
stitute people say in their recom- 
mendation that the average cost for 
the year would be a desirable way of 
arriving at the cost of those particu- 
lar 100 units. 

Same Member: 
following year? 

Mr. Rappaport: You would start 
with your 100 units. 


What about the 


Same Member: Let us assume 
you had 200 units at the end of the 
second year. 

Mr. Rappaport: 100 units would 
be valued at the price of the opening 
inventory, and the additional 100 
units at the average price of the pur- 
chases or production during the 
year, 

A Member: For an industry that 
requires a certain amount of inven- 
tory continuously in process? Really, 
it takes on the nature of a fixed asset, 
and the fluctuation of that particular 
thing was as erroneous as fluctuating 
your fixed assets. 

Mr. Rappaport: That can be said 
with respect to most inventories. 
Any company operating on a certain 
level must have a fixed— 
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Same Member (Interrupting): 
But the point is of necessity the pro- 
duction process, like in a smelting in- 
dustry you have your furnaces set 
and there is a certain amount all the 
time. 

Mr. Rappaport: The point is this, 
as I see it: There are certain com- 
panies to which this system applies 
more definitely than to other com- 
panies. 

Same Member: 
the test? 

Mr. Rappaport: Well, the kind of 
product—whether it is the kind that 
is actually co-mingled, whether in- 
ventory consists largely of special- 
ties, will the prices of the raw and 
finished products go in the same di- 
rection (or practically so) ?—what is 
the amount of inventory in storage, 
is it a fixed supply? I think all these 
would have a bearing in arriving at 
an answer to your question. 


What would be 


A Member: Suppose a company 
bought a future contract to protect 
its cost? 

Mr. Rappaport: I think the com- 
mitments in many cases should be 
taken into consideration in the deter- 
mination of cost—“last-in, first-out.” 
There are some cases where it prob- 
ably should not. 


A Member: As a point of informa- 
tion, it is conceivable that, during 
the period of production, the sales 
should not be in direct ratio to pur- 
chases, and that therefore, during 
the second year, it is possible that 
during the early part of the year 
sales would dip into the reserve in- 
ventory, so to speak, yet at the end 
of the year it would exceed last 
year's inventory. Does that take in- 
to consideration your “last-in, first- 
out’? 

Mr. Rappaport: If the year is the 
period the changes in the inventory 
during the year may be ignored. 

Vice-President Stewart: I have 
one question, Mr. Rappaport. I 
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understand that the 1939 Revenue 
Act permits the use of the “last-in, 
first-out” method on certain condi- 
tions, one of them being, I think, that 
the corporation must use the method 


Would 


in its own accounts. you 
elaborate on that? 
Mr. Rappaport: Well, I would 


prefer not to. 

Vice-President Stewart: The point 
| have in mind—perhaps somebody 
can give me the answer. 

Mr. Rappaport: If anybody here 
is tax-minded I think he would en- 
joy answering that question more 
than I would. 

Vice-President Stewart: 
ing you have a big decline in inven- 
tory market prices so that, by the use 
of the “last-in, first-out” method, be- 
fore providing any reserve you have 
the oil inventory valued at an exces- 
sive price compared with market. 
Noes the tax law mean that you have 
to report to stockholders with the 
prices on that basis without any re- 
serve, and if you do provide a re- 
serve are you out of luck with the 
Revenue Department? 

A Member: It is always possible 
to have a valuation reserve, and then 


Suppos- 


your return is in accordance with 
your books. 
Vice-President Stewart: Is it not 


part of the new requirement that the 
annual report to stockholders must 
be prepared on the same basis? 

Same Member: | would not take 
it literally. 

A Member: Where is it reported 
—the balance sheet, profit and loss, 
or the comments? You can fix it up 
in your comments. 

Mr. Rappaport: I think the ques- 
tion, as it applies to taxes, is in its 
infancy at the moment. 


A Member: In costing by-prod 
ucts, do they generally cost at sell- 
ing price or do they use possibly 
some fixed figure which they con- 
tinue to cost by-products out at? 

Mr. Rappaport: Supposing I ask 
Mr. Hawley to answer that question. 

Mr. Hawley: | think the by-prod- 
ucts are ordinarily valued at esti- 
mated net realizable values and the 
remaining costs applicable to the 
other products are apportioned on 
the sales realization method. 

Vice-President Stewart: hat 
are usually regarded as the by-prod- 
ucts of crude oil? I presume gaso- 
line is the main product. 

Mr. Hawley: Where the emphasis 
is on the manufacture and sale of 
gasoline, it would be the main prod- 
uct and the fuel oils and residues 
would be the by-products. On the 
other hand, if the emphasis should 
be on the manufacture and sale of the 
fuel oils, the gasolines and residues 
might be classed as_ by-products. 
Companies vary in this regard; 
many, of course, apportion. their 
costs on the basis of considering 
all products to be main products. 

Vice-President Stewart: As to 
those items which are regarded as 
by-products, tio cost is allocated 
against them ? 

Mr. Hawley: No. 

Mr. Rappaport: Of course you 
can choose whichever of the many 
products you make as your main 
product. It depends upon for what 
you run your refinery. 

A Member: Do any of them use 
fixed prices for the by-products, or 
do they constantly adjust the by- 
product cost to reflect current sell- 
ing price? 

Mr. Higgins: I think they adjust 


them currently ; that is my opinion. 
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Preferable Method, or Method Most Used, for Recording Cost 
Depletion and Amortization of Drilling Costs on a Large 
Tract of Land Which Is Only Partially Developed 


By Tuomas G. Hicarns, C. 


Capital Sum Subject to Depletion 
or Amortization 


I will first of all comment briefly 
on the items that usually constitute 
the capital sum which is subject to 
depletion or amortization. This ap- 
pears essential for a proper under- 
standing of this problem, particu- 
larly in view of the fact that there 
is considerable inconsistency in the 
oil industry as to what expenditures 
shall be capitalized and what ex- 
penditures shall be charged to in- 
come as incurred. 

While some of the oil producing 
properties carried on a company’s 
books consist of land held in fee, 
most of such properties are held un- 
der lease agreements. These agree- 
ments give the lessee the right to 
drill upon the leased tract for oil 
within a period and, as a rule, pro- 
vide, in addition to other matters, 
that : 

(a) a bonus be paid the lessor in 

cash, 

(b) a stipulated rental per acre 
be paid until development or 
production commences, and, 

(c) a fractional royalty, which is 
usually one-eighth of all oil 
produced, be paid the land 
owner for the life of the prop- 
erty. 


All companies no doubt capital- 
ize the amount of bonus paid for the 
lease. A great many companies do 
not provide for any amortization of 
this bonus until such time as oil is 
produced from the lease. On the 
other hand, some companies start 
providing amortization immediately 
by monthly provisions based on the 
life of the lease and continue doing 


PA. 


so until production commences, 
when the unamortized bonus cost 
becomes subject to depletion, or the 
lease is abandoned at which time the 
bonus cost (less amortization, if any) 
is charged to income. 

Some companies capitalize lease 
rentals paid, but the majority prob- 
ably charge these items to income, 
as expended. The same holds true 
for expenditures on unproductive 
drilling operations where the more 
general practice is not to capitalize 
any part of such expenditures but 
to charge them to income as soon as 
it is established that the drilling has 
resulted in a dry hole. 

Prior to a few years ago, practic- 
ally all oil companies followed the 
policy of charging intangible drill- 
ing costs, productive and unproduc- 
tive, to income as incurred. This 
was considered an acceptable prac- 
tice mainly because the income 
charge for such costs was offset to 
a great extent by the initial or flush 
production from the wells drilled. 
However, due to the adoption of 
voluntary programs and the passing 
of laws restricting production ot 
crude oil which resulted in spread- 
ing production over a considerably 
longer period of time, the oil indus- 
try generally began to feel that the 
policy of charging intangible drilling 
costs to income as incurred would, 
in certain instances, distort the in- 
come accounts. For this reason a 
number of oil companies have, with- 
in the past few years, adopted the 
policy of capitalizing and amortizing 
such costs. 

Although depreciation is not being 
covered in this discussion it may be 
said in passing that lease and well 
equipment also is part of the capita! 
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sum which is applicable to crude oil 
producing properties. All compan- 
ies, so far as I know, capitalize such 
equipment and provide for deprecia- 
tion thereon either on a_ straight- 
line basis or a unit of production 
basis. 

To sum up, this means that the 
capital sum invested in a lease upon 
which production has been found 
usually consists of: 


1. Lease bonus cost (less amorti- 
zation, if any )—to be recovered 
through depletion charges to 
income. 

2. Intangible drilling costs on pro- 
ducing ‘wells—to be recovered 
through amortization charges 
to income. 


3. Well equipment—to be recov- 
ered through depreciation 
charges to income. 


Calculation of Depletion 
of Leasehold Cost 


A few companies compute deple- 
tion on a straight-line basis, but the 
great majority of companies use the 
so-called “barrel unit method” which 
means simply that the net produc- 
tion for the accounting period is 
multiplied by a unit rate determined 
by dividing the company’s interest 
in the estimated recoverable oil-from 
each property into the cost of that 
property. Most companies make a 
separate calculation for each lease, 
although some companies calculate 
depletion on the basis of districts 
and at least one large company cal- 
culates depletion on an “over-all” 
basis, that is to say, one unit rate 
is used for all of the company’s 
properties subject to depletion. 

In determining the per barrel rate 
to be used for depletion purposes 
some companies use the estimated 
unmined oil to be recovered from 
only those wells which have been 
actually drilled. The more general 
procedure, however, is to use the 
unmined oil to be recovered from 


the proven portion of each tract 
which means including oil to be re- 
covered from undrilled locations. 

In commenting on the depletion 
and amortization problems involved 
on a large partially developed tract, 
[ have been asked to state specific- 
ally what the accounting policy 
should be on a tract of say one thous. 
and acres on which there are only 
two producing wells with forty-eight 
or more wells to be drilled in the 
future. 

In answering this question, | am 
assuming that the thousand acres 
have been definitely proven based 
on wells drilled and on geological 
studies. While I think it would be 
impossible to prove this tract by the 
drilling of only two wells, no doubt 
there have been successful drilling 
operations on adjoining properties 
which have enabled the Company’s 
officials to determine their drilling 
program. If this is so then the de- 
pletion rate, in my opinion, should 
be determined by dividing the esti- 
mated unmined oil to be recovered 
from the fifty wells into the cost of 
the property. The depletable sum, 
as previously stated, will consist of 
the bonus cost (less amortization, if 
any) plus lease rentals in those cases 
where the Cotmpany’s policy is to 
capitalize them. The preliminary 
estimates of the unmined oil in the 
entire tract will necessarily be arbi- 
trary because of the fact that so 
many wells have yet to be drilled. 
The estimates of recoverable oil will, 
however, become more accurate as 
the drilling program progresses. 
The unit rate of depletion should, 
of course, be adjusted at least annu- 
ally to give effect to the revised 
estimates. 


Calculation of Amortization of 
Intangible Drilling Costs 
Some companies provide for amor- 
tization of drilling costs on a 
straight-line basis. The more gen- 
eral procedure, however, is to arrive 
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at an amortization charge by multi- 
plying the net production for the 
accounting period by a unit rate 
determined by one of the following 
methods: 

1. The unit rate is determined by 
dividing the company’s interest in 
the estimated recoverable oil from 
wells already drilled on each prop- 
erty into the unamortized balance of 
drilling costs applicable to such 
wells. 

2. The unit rate is determined by 
dividing the company’s interest in 
the estimated recoverable oil from 
each property (including that recov- 
erable from wells not yet drilled) 
into the unamortized book value of 
drilling costs plus the estimated fu- 
ture drilling expenditures necessary 
to complete the drilling program on 
the particular property. 

As in the case of depletion, the 
generally accepted practice in amor- 
tizing drilling costs regardless of 
which of the above methods is used 
is to make a separate calculation for 
each lease. 

In determining the per barrel unit 
rate to be used for amortizing intan- 
gible drilling costs on a large tract 
which is only partially developed, 
it would appear that the second 
method as shown above is inadvis- 
able because so many wells have 
still to be drilled. Accordingly it 
seems to me the unit rate to be used 
for amortizing the drilling costs on 
the thousand acre tract mentioned 
should be determined by dividing the 
unmined oil estimated to be recov- 
ered from the two producing wells 
into the drilling expenditures on 
such wells. This unit rate should 
be revised at least yearly so as to 
give effect to additional expendi- 
tures and additional oil to be re- 
covered. 


Discussion 


A Member: If the basis used in 
figuring depletion should result in 
the entire cost being recovered be- 


fore the property has poured forth 
all the oil that is in it, what would 
be the procedure used after that? 

Mr. Higgins: Once the cost of 
the particular lease has been fully 
reserved no further depletion charges 
are necessary. This condition should 
not ordinarily happen, however, 
since the estimates of unmined oil 
should be adjusted at least yearly. 


Vice-President Stewart: Do you 
think that the soundest method of 
accounting, where a company has a 
large number of properties and many 
separate leases, is to treat the lease 
as a unit—the well as a unit—or to 
take all the properties together and 
treat them as one property? 

Mr. Higgins: The generally ac- 
cepted procedure is to treat each 
lease as a unit. 


Vice-President Stewart: Suppose 
you have a situation where you have 
to develop one lease to protect your- 
self with the other fellow. Don’t 
you meet the argument there that 
this whole thing is one property and 
you ought to tie it up in a bundle 
and treat it all as one? 

Mr. Higgins: Yes, I think you do. 

A Member: In the case of a dry 
hole on a lease already producing, 
are there any companies that add the 
cost of that dry hole to the intangi- 
bles to be depleted? 


Mr. Higgins: Yes; absolutely. 


Mr. Williams: The majority, I 
think, follow that procedure. 


Same Member: I guess, as a mat- 
ter of law, in a great many States, 
oil companies must make offsets im- 
mediately. Isn’t that the law? 


Mr. Higgins: The operator of the 
lease has an obligation to protect the 
owner of the property by making off- 
sets. The law will usually protect 
the owner in this respect. 

Same Member: Should a “wild- 
cat” be written off immediately ? 

Mr. Higgins: Unproductive? 
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Same Member: Yes; in new terri- 
tory where they are exploring. 

Mr. Higgins: I think it should be 
written off and I believe the general 
practice is to do so. 

A Member: Supposing in the ex- 
ample you gave, where only two 
wells are producing and you antici- 
pate drilling forty-eight more wells, 
vou spend a lot of money for build- 
ing roads, etc.—improving that tract 
—which will be of general benefit to 
the whole field. Would you make 
any division of costs applicable di- 
rectly to those two wells and amor- 
tize, or hold in reserve the general 
improvements in the field? 

Mr. Higgins: I would say that if 
the whole lease will get the berefit 
of the roads then it would seem rea- 
sonable to amortize such expendi- 
tures on the basis of the unmined oil 
from the entire property. It would 
be unnecessary to allocate the costs 
to the various wells. 

A Member: Let us assume you 
have a plot of ground on which you 
have forty-eight wells drilled, two 
yet to be drilled, and the depletion 
rate on the basis of the reserves re- 
coverable from the present wells is 
25c a barrel. The company points 
out that in drilling the two additional 
wells the cost of drilling may be 
greater, or the reserves recoverable 
from those additional wells might be 
less, than the average, so that the 
rate might be 40c a barrel. Would 
you still insist that they not take in- 
to account the entire property ? 

Mr. Higgins: Yes, for the reason 
that while such a condition might 
obtain in that particular lease, it is 
hardly likely it would obtain in the 
other leases. 

Same Member: Well, isn’t it true, 
speaking generally, that the last well 
drilled might get to the rim of pro- 
duction? 

Mr. Williams: Not necessarily so. 
The wells on the edge might be just 
as good as the wells in the middle, 


depending on where your lease was 
located, of course. 

Same Member: I was trying to 
speak in general terms that is, 
whether in averages, it would not be 
true that your last wells would be 
nearer the marginal drillings ? 

Vice-President Stewart: I think 
we have the general principle here as 
outlined by Mr. Higgins. In treating 
this lease as a unit, you estimate 
what your total production would be, 
and also your costs of production. 
From that you would have an aver- 
age rate of amortization which 
would take into account the fact that 
these later wells might not be such 
heavy producers as the other wells 


Same Member: That might be 
true were you treating the whole 
property as a unit. However, if you 
were on a well basis of estimating oil 
reserves and amortizing only those 
expenditures already incurred, then 
you might not necessarily take into 
account my question regarding the 
possible higher cost of the wells 
which were the last to be drilled. 

A Member: You spoke of amorti- 

zation of drilling costs as one sort 
of an expense item and depletion as 
another. Wouldn't they be the same 
thing? . 
Mr. Higgins: Yes, in effect they 
are the same. I[ think, however, the 
term “depletion”, in an oil company, 
usually refers to the amortization of 
the bonus cost of the lease. Amor- 
tization of drilling costs is usually 
shown separately. 

Same Member: I see. You would 
use the same method of amortizing 
both, wouldn’t you? 

Mr. Higgins: Yes, except your 
unit rate might be different. It prob- 
abiy would be different. The intangi- 
bles would be written off on the 
basis of the oil to be recovered from 
wells already drilled whereas the 
bonus cost would be written off on 
the basis of the unmined oil in the 
proven area. 
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A Member: In amortizing the 
bonus cost what do you take, time or 
production or what? 

Mr. Higgins: Prior to production, 
amortization is based on the term of 
the lease, which I think is usually 
ten vears. So you would write off 
one-tenth each year. The unamor- 
tized portion at the date production 
commences would be your deplet- 
able sum and this would be written 
off on a unit of production basis. 

A Member: Do any companies 
leave the cost of the leases intact un- 
til such time as the wells are drilled? 

Mr. Higgins: Yes. Quite a num- 
ber of the large companies do that. 

Mr. Williams: I expect a majority 
do, now. 

A Member: Would there be any 
bonus paid before production? 

Mr. Higgins: Yes. You pay it im- 
mediately. 

Same Member: What would it be 
based on? 

Mr. Williams: What is referred to 
as “bonus” is the amount you pay for 
your lease when you acquire it and 
the price you pay for it of course 
depends upon circumstances. If it 
is a pure “wildcat” territory, you 
might pay $10 an acre. If there is a 
well that has been drilled in a terri- 
tory that is producing, you might 
have to pay $100 an acre. If you 
were even closer toa well, you would 
pay higher, of course. 

Same Member: When does the 
company pay royalties? 

Mr. Williams: Only when pro- 
duction commences. You have your 
lease rentals prior to production. 


Some Inconsistent Accounting 


By Joun H. 


For a number of years the ac- 
counting treatment accorded certain 
items peculiar to the oil industry 
(particularly the production phase 


A Member: Where you deplete on 
the basis of the estimated production 
and the Tax Department allows you 
to use 2714%4% of the gross income, 
do any companies actually set up a 
depletion based on 274%2% on their 
books ? 

Mr. Higgins: I do not know any 
companies which do that. They 
might record the depletion allowed 
by the Tax Department by means of 
supplementary accounts but these 
accounts would be of a memoran- 
dum nature and of course such deple- 
tion would not appear in the finan- 
cial statements. 

Same Member: Don’t they set up 
a reserve account on the basis of the 
tax depletion? 

Mr. Higgins: No. You see the tax 
depletion bears very little relation 
to the cost of property, so I do not 
see how you can reflect it in your 
financial accounts. 

Vice-President Stewart: To fol- 
low this question one step further, is 
it the general practice to take less 
depletion on your books than is 
claimed for tax purposes? 

Mr. Higgins: Absolutely. For 
tax purposes an oil company is al- 
lowed to take depletion on each tract 
based on the cost method or the sta- 
tutory method using the one that 
gives the greater deduction. The 
statutory depletion allowance is 
271% of the gross income of the tract 
not to exceed 50% of the net income. 
The statutory depletion allowance 
may be deducted each year notwith- 
standing the fact that the taxpayer 
has no depletable capital sum based 
on cost. 


Practices in the Oil Industry 


WILLIAMS 


of the industry) by the oil compa- 
nies has been very inconsistent. It 
has been difficult, if not impossible, 
to make accurate comparisons of 
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the operating results of oil com- 
panies. Early in 1934, the Commit- 
tee on Stock List of the New York 
Stock Exchange, recognizing | am 
sure as we all do that a comparison 
of profits of companies in the same 
industry is meaningless unless such 
profits are computed on the same 
basis, made a study of the account- 
ing treatment of the items in ques- 
tion by oil companies listed on the 
New York Stock Exchange. The 
methods of 30 companies were stud- 
ied, and the results were set forth 
in a memorandum dated May 15, 
1934, entitled, “Methods of Account- 
ing and Reporting of Listed Oil 
Companies”. I know of no better 
way to acquaint you with some of 
the items in question, or to enable 
you to visualize the inconsistent ac- 
counting treatment accorded such 
items, than to give you the follow- 
ing information shown in this memo- 


randum: Number 
of 
Com- 


Item panies 


1. Method of Accounting for in- 
tangible drilling costs: 
Charged currently against 


ee rere. 12 
Peer ror 12 
Other accounting treatment 3 

Not applicable .......... _3 

J | re 30 


2. Method of determining 
amount of depletion: 
EAGGC DORIS. 6000550. tend Se 


HWCIGMASIS j2.6%6 0-0 sa0iaisie co ee 
OEREEURSIS ~ 655-05 Sion 030 7 
Not applicable ......... » 


re 30 


3. Method of accounting for 
dry holes: 


Charged to expense...... » ae 
NS ee eee 2 
On unproductive leases, 
charged to expense; on 
productive leases capital- 
re ree ee + 
Not applicable ........... 3 
ee 


Number 
of 
Com- 
panies 


Item 

4. Method of valuation of in- 
ventories of crude oil: 

Lower of cost or market... 11 
Produced at market, to re- 
finery, at cost plus pipage 

or transportation ....... 8 

5 IE oc) Seema eae Sn OF ag ey i a 4 

5 

Z 


REE Kpveeinncetas santas 
Not applicable 


5. Method of accounting for un- 
developed leases: 


CRORE xk cdensictens 23 
Charged to expense....... 3 
Not GpOMCAIIG 2004-60460 4 

(eT Tee 30 


6. If capitalized, basis of 
amortization of unde- 
veloped leases: 

Amortized over term of 
lease (or slight variation 
of such procedure)...... 9 
Charged to expense on ex- 
piration or forfeiture of 


IGASE hid Scveisteine wo absecn ener BI 
OtherapaSis .<. scapcans actus 3 
Not applicable ......6.+.. 7 

re 30 


7. Accounting treatment of 
lease rentals: 


Charged to expense....... 17 
eee eee 9 
Not apphicable ......6560 4 

| ee 30 


In addition to the items shown 
above, methods of computing de- 
preciation on oil well and oil field 
equipment vary (the two principal 
methods I think are the straight- 
line method and the unit of produc- 
tion method). Depreciation and de- 
pletion, and inventories, I believe 
are the subjects of other papers to 
be delivered tonight, therefore, | 
will make no further comments 
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thereon. Intangible development (or 
drilling) costs are the most signifi- 
cant of all the items mentioned 
above, and most of the remainder 
of my time will be devoted to that 
item. If time permits, I may touch 
briefly cn some of the others. 


Intangible Development Costs, 
briefly defined, means the labor, 
teaming and hauling, explosives, con- 
sumable supplies and similar expen- 
ditures in drilling the well; also 
costs incurred in preparing the 
ground for drilling, construction of 
roads, drainage, etc. I am not cer- 
tain when the differences in account- 
ing treatment of this item first came 
about; such differences apparently 
became important, however, soon 
after the enactment of the early 
Federal income tax laws. Almost from 
the very beginning, the oil industry 
was given certain relief through pro- 
vision of the law or regulations 
which permitted oil companies to 
elect to capitalize or charge off cer- 
tain items. One of these was intan- 
gible development costs, as to which 
an election was first permitted I 
believe in the regulations relating 
to the 1924 Revenue Act. 

It appears that the regulations 
referred to were interpreted to mean 
that, in order to secure the deduc- 
tion of intangible development costs 
for income tax purposes, it was 
necessary to actually write such 
costs off; therefore, those companies 
that elected to claim intangible de- 
velopment costs as a deduction in 
their returns, wrote such costs off 
on their books. Those companies 
that elected to capitalize the costs 
left such costs on the books as a 
part of the cost of property. It was 
not until the early thirties that it 
was determined that intangible de- 
velopment costs were proper deduc- 
tions for tax purposes (provided an 
election had been properly made) 
regardless of whether or not such 
costs were actually written off on 
the books. 
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It was also in the early thirties 
that so-called proration (that is, the 
curtailment of production) first 
came about. Whether as a result 
of proration or the determination 
that it was unnecessary to write off 
intangible development costs in or- 
der to claim them for tax purposes 
is perhaps debatable, but a number 
of companies at about this time 
changed their accounting policy and 
began to capitalize intangible devel- 
ment costs. To add to the confusion, 
some of them began to capitalize 
such costs from a certain date only, 
while others reinstated the costs 
written off in prior years, that is, 
such costs as were applicable to 
wells still producing. 

On February 20, 1936, the Com- 
mittee on Stock List of the New 
York Stock Exchange addressed a 
letter to each of the oil companies 
with securities listed on the Ex- 
change explaining that in recent 
years a number of oil companies 
had changed their accounting meth- 
ods from the practice of charging 
intangible drilling costs to expense 
to that of capitalizing and thereafter 
amortizing such costs. It was also 
pointed out in this letter that com- 
parisons of earnings of the com- 
panies becomes difficult unless the 
situation is understood. Accord- 
ingly, the companies were requested 
to indicate in their forthcoming an- 
nual report for 1935, and in their 
annual reports in subsequent years, 
in an appropriate place directly in 
relation to the income account, the 
following : 


1. Whether the company now pur- 
sues the method of charging 
intangibles drilling costs to ex- 
pense or of capitalizing them. 

2. In case it is the practice to cap- 
italize such costs, the date when 
such practice began and the 
basis of amortization employed. 


WwW 


. Whether, in case of change from 
the expense method to the cap- 
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italization method, the company 
capitalized the intangible drill- 
ing costs pertaining to the wells 
producing at that time and in- 
curred prior thereto. 


Recently, I examined published 
reports for the year 1938 of 33 oil 
companies (I did not attempt to 
determine whether such companies 
had securities listed on the New 
York or any other stock exchange) 
and such reports disclosed the fol- 
lowing information: 

Intangible development costs: 
Capitalized 11 companies 
Charged to expense. . .13 companies 
No information shown. .9 companies 


Assuming that the nine companies 
whose reports did not disclose the 
accounting practice regarding in- 
tangible development costs could be 
divided on about the same ratio as 
the other 24, it will be seen that 
there has been no material change 
since the New York Stock Exchange 
study in 1934. I was quite surprised 
to find one company that changed 
its accounting policy as of January 
1, 1938 from that of capitalizing in- 
tangible development costs to that 
of charging such costs to expenses. 

From an accounting viewpoint, [| 
can find little justification for charg- 
ing intangible development costs to 
expense. There seems to be no more 
reason for charging these costs to 
expense than there is for charging 
labor in construction of a building 
or any other capital asset to expense. 
Certainly there could be no treat- 
ment more sound than to capitalize 
such costs, and charge them to in- 
come on the basis of the units of 
production. Intangible development 
costs are usually a relatively large 
item and when charged directly to 
income when incurred, naturally dis- 
tort the income account. Unless full 
information is disclosed, holders of 
securities may definitely be misled. 
A simple illustration (overdrawn of 
course) may illustrate this point. 


Assume that Company A and 
Company B are similar in essential 
respects such as properties owned, 
securities outstanding, annual pro- 
duction, etc. Company A charges in- 
tangible development costs to ex- 
pense while Company B capitalizes 
such costs. Assume further that in 
1937 neither company carried on an 
active drilling campaign and that 
therefore Company A had no in- 
tangible development costs charged 
to income; the net income of each 
company was $10,000,000. However, 
in 1938, Company A discovered a 
new oil field and immediately pro- 
ceeded to develop this field in full, 
while Company B was again inac- 
tive as far as drilling was concerned. 
Company A expended say $8,000,000 
in intangible development costs, and 
such costs were charged to expense. 
This resulted in Company A show- 
ing net income of only say $4,000,- 
000 while Company B would again 
show $10,000,000. Unless full infor- 
mation is shown in Company A’s 
report, its stockholders would logic- 
ally assume that the company had 
lost ground. A comparison with 
Company B would indicate that 
Company B was the stronger of the 
two companies, which is far from 
the true facts. A security holder of 
Company A might logically dispose 
of his holdings at a price below their 
true value, and buy securities of 
Company B. 

In certifying to financial state- 
ments of an oil company, it is nec- 
essary that public accountants insist 
that full information be set forth 
in the financial statements, by foot- 
notes or otherwise, as to the ac- 
counting practice with respect to 
intangible development costs. 

3efore concluding, I might just 
mention dry holes and lease rentals, 
two other items with respect to 
which accounting treatment varied 
in prior years. The New York Stock 
Exchange memorandum in 1934 dis- 
closed that a majority of the com- 
panies charged these items to ex- 
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pense when incurred, and | am of 
the opinion that this is sound and 
should be regarded as an acceptec 
accounting principle. 

My remarks about intangible de- 
velopment costs, as well as the other 
item, have been necessarily brief. | 
will be glad, however, to answer any 
questions that I can. 


Discussion 


A Member: I have several ques- 
tions in mind. I believe the Fast 
Texas field was brought in in 1930. 
Of course at that time we were not 
bothered with proration and_ that 
sort of thing, so therefore it did not 
make much difference how intang- 
ible development costs were treated ; 
I think accountants considered charg- 
ing such expenditures to expense as 
an accepted accounting principle. 
Was there a decided change, since 
proration came about, on the part 
of the companies, toward writing off 
the intangibles against income. hat 
[ am trying to say is, whether there 
was a tendency to get away from 
the old method of writing off against 
first production. I have always 
understood that about 50% of pro- 
duction would be realized in the 
first year, or year and one-half. 


Mr. Williams: From an account- 
ing viewpoint, there at least was 
some argument for charging intan- 
gible development costs to expense 
immediately during the days of so- 
called “flush production”, that is, 
where perhaps from 25% to 40% of 
the entire production was obtained 
in the first year. Following prora- 
tion, this argument was no longer 
sound, and it is possible that some 
companies did change their practice 
as a result of proration. Certainly 
there were quite a number of com- 
panies that changed their accounting 
practice at about the time proration 
began, but I am of the opinion that 
most of the changes resulted from 


the fact, as I stated before, that it 
was determined not to be necessary 
to actually charge intangible de- 
velopment costs off the books in 
order to claim such costs as a dedue- 
tion for income tax purposes. | 
make that statement for the reason 
that apparentivy many oil companies 
have always been guided more by 
what might be termed income tax 
accounting principles than by sound 
corporate or commercial accounting 
principles. 


Same Member: | havea few more. 
I think, in the last two years, it has 
been decided that it is good account- 
ing to write off lease rentals. I 
believe that is a new approach. Do 
a majority of the major companies 
follow that practice? 


Mr. Williams: I am certain that 
the majority of companies do write 
off lease rentals, and have done so 
for a number of years. As stated 
before, the study made by the New 
York Stock Exchange in 1934 indi- 
cated that 17 of the 26 companies 
having such expenses charged them 
to expense, and I expect that even 
a larger percentage do so today. 


Same Member: I believe it was 
the Perkins case that was cited in 
the courts. Did all the companies 


follow along? 


Mr. Williams: Yes. The Perkins 
case dealt with so-called “Oil pay- 
ments” and the majority of the com- 
panies now account for this item on 


the basis set forth in the court 
decision. 

A Member: I assume that these 
intangible development costs are 


written off on the basis of produc- 
tion. Originally, they are capitalized. 
Well, are not the development charges 
charged off against profit and loss— 
against production? 


Mr. Williams: 


the development 


If you capitalize 


costs, then you 
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amortize such cost by charges to 
income as in the case of any other 
property costs. The generally ac- 
cepted way is to amortize such 
costs on the basis of production. 

Same Member: In arriving at 
your percentage to write off, do you 
base it on estimated yield of the 
field? Isn’t it possible that a mis- 
take will be made in that estimate? 

Mr. Williams: It is not only pos- 
sible but probable that the first esti- 
mate will be incorrect. 

Same Member: What do you do 
if your estimate is over-optimistic? 

Mr. Williams: Either over-opti- 
mistic or under-optimistic, the esti- 
mates have to be corrected from time 
to time. 

Vice-President Stewart: Don’t 
you get a warning about that? Your 
production starts to fall from year 
to year. It doesn’t all hit you at 
once. 

Mr. Williams: That is correct. 
The smart operator watches the esti- 
mated reserves and production very 
closely for a period of time, and 
revises the estimates from time to 
time. As a matter of fact, it is con- 
sidered good practice to study the 
estimates of recoverable oil each 
year, and make necessary revisions. 


A Member: Suppose you have a 
large lease and you drill one corner 
of it and, in subsequent years, you 
start drilling another corner and 
that you should strike oil and it is 
profitable. Would you reinstate on 
the books a portion of the lease 
costs written off over production of 
the first well? 


Mr. Williams: No, that is not 
generally done. 
Same Member: That is, once you 


have written them off, they are 


gone! 
Mr. Williams: That is correct. 
A Member: Do you make any 


attempt to make a higher depletion 
cost in the first year because /t is 


assumed the later production will 
have higher operating costs? 

Mr. Williams: No, that is not the 
general practice. It is a point, how- 
ever, that I know has been con- 
sidered from time to time. It would 
be somewhat difficult to apply in 
actual practice. 

Same Member: But it is true that 
the later production has higher op- 
erating costs. 

Mr. Williams: That is correct, be- 
cause in the early years the wells 
usually flow, while in later years it 
is necessary to pump the oil from 
them. 

A Member: What method is fol- 
lowed in write-off of tangible costs? 

Mr. Williams: There are several 
methods, but I believe the two most 
common ones are the straight-line 
depreciation method and unit of pro- 
duction method. There are a num- 
ber of companies which use the 
straight-line method, but I believe 
companies are gradually getting 
away from this method since it is 
rather difficult, because of proration, 
to arrive at a satisfactory rate, as 
it is hard to tell exactly how long 
a field will last. I think most com- 
panies are gradually coming to the 
unit of production method of amor- 
tizing tangible costs. 

A Member: If there are subse- 
quent production costs, new reserves 
will be discovered and the reserves 
will be increased. 

Mr. Williams: The point he made, 
I think, was should a higher rate 
be used in the first year because 
your cost will be higher in the later 
years, so as to keep them fairly uni- 
form. Isn’t that it? 

A Member: Yes, that is the point. 


Mr. Williams: In actual practice, 
in so far as my experience goes, that 
is not done. 

Mr. Ulles: You made a point 
about writing off dry holes. Would 
that be the generally accepted prac- 
tice now: 
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Mr. Williams: That is correct. 

Same Member: [| take it you are 
referring to those which had never 
become productive. 

Mr. Williams: That is right. 

Same Member: What can you say 
about the practicability or desirabil- 
ity of treating the unamortized in- 
vestment when a good producing 
well runs dry, and particularly when 
it comes in with a small production 


and then goes dry? 

Mr. Williams: The treatment 
there depends upon what you take 
as your unit of property. If you 
take the entire lease as the unit of 
property, then when your well ceases 
to produce you simply leave your 
cost on the books and write it off 
through depletion or depreciation. 
On the other hand, if you consider 
the well as the unit of property, it 
is written off as soon as it ceases 
to produce. I am not certain which 
of these practices predominate now. 
I rather think the well is considered 
to be the unit of property in most 
instances, and as soon as any well 
ceases to produce it is written off 
immediately. 

Same Member: Well, that might 
be, in Mid-Continent. 


A Member: What would you say 
was the proper treatment of lease 
rentals during the period of idleness 
before and while the hole is being 
drilled (in the case of one not found 
dry of course) where it is written off 
immediately? Supposing the land is 
held for a period of a year before 
they get around to drilling it; what 
would you do with the cost of lease 
rental in the meantime? (There is 
one, I presume.) 

Mr. Williams: That is correct. 
Under the usual oil and gas lease, 
it is necessary to pay a rental unless 
you start drilling in a year. The 
practice at the present time is to 
charge that rental to expense imme- 
diately. Formerly, a number of com- 
panies capitalized it as part of the 


carrying cost of the non-productive 
lease. 

Same Member: Did you say some- 
thing about dry holes that seemed 
contradictory? Didn’t you say they 
capitalized the production of lease- 
holds until they were found to be 
dry, then the whole thing was writ- 
ten off, or did I misunderstand you? 


Mr. Williams: I probably did not 
make myself clear. A well drilled 
dry (that is, one that never pro- 
duced) is charged to expense imme- 
diately. On the other hand, the cost 
of a productive well, including in- 
tangible development costs in case 
it is the practice to capitalize such 
costs, is capitalized, and written off 
only when it ceases to produce. 


Mr. Gallagher: I would just be 
interested to know (I think there 
were 11 companies that reported on 
one basis and 13 companies that 
reported on another basis) whether 
there was any uniformity between 
the accountants reporting. Whether 
you found one accountant was mak- 
ing his report of three companies 
on one basis and three on another 
basis, or does this line-up of com- 
panies prove that one accountant 
who might be fortunate enough to 
have nine reporting on one basis 
was holding out against the entire 
industry. 


Mr. Williams: No. You find it 
about equally divided among the 
accountants. In other words, you 
might find one firm certifying to 
both kinds of statements. In prac- 
tically every instance the account- 
ant’s certificate referred to the foot- 
notes, and those footnotes set forth 
clearly what the practices of the 
companies were. 


Vice-President Stewart: Any fur- 
ther questions? 

[ think it has been brought out 
very clearly that the practice among 
oil companies is not at all uniform. 

I would like to ask Mr. Williams 
a question before he finishes with 
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it; whether he does not think it 
would be possible for the Petro- 
leum Institute and the accounting 
societies to develop a uniform sys- 
tem of accounts for all oil companies, 
so that we would get competent 
statements. 

Mr. Williams: A uniform system 
of accounts has been promulgated 


by the American Petroleum Insti- 
tute, but as to the items where the 
accounting treatment is inconsist- 
ent, no recommendations are made. 


A Member: | guess we will have 
to “sell’’ the A. P. I. 


Mr. Williams: Perhaps that could 
be done. 
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Corroboration of Inventory Quantities by Physical 
Tests 


At the round-table forum held on December 13, 1939, under the direction 
of the Technical Committee on Inventory Methods, the following papers 
were presented and discussion held. Mr. A. S. Kassander presided as chair- 


man of the committee. 


Examination of Physical Quantities of Inventories 


By GILBert R. Byrne, C. P. A. 


HE New York State Society of 
Certified Public Accountants has 
approved the report of the Special 
Committee on Auditing Practice and 
Procedure, which provides in effect 
that hereafter, with respect to the 
item of “Inventories,” it should be 
generally accepted auditing proced- 
ure that the auditor shall, wherever 
practicable and reasonable, be pres- 
ent at the inventory taking and 
satisfy himself by suitable observa- 
tion and inquiry, either at the bal- 
ance sheet date or at interim dates 
selected by the auditor, as to the 
methods of inventory taking and as 
to the measure of reliance which 
may be placed upon the client’s rep- 
resentations as to the inventories 
and upon the records thereof. The 
foregoing applies where inventories 
are a material factor, and is to be 
in addition to other auditing tests 
and checks of the inventory accounts 
and records. j 
In view of the statement of The 
New York State Society of Certified 
Public Accountants that the making 
of physical tests of inventories should 
now be considered generally accepted 
auditing procedure, the independent 
certified accountant is hardly in a 
position to omit this procedure in 
any engagement wherein he intends 
to report over his signature on the 
financial statements of a concern in 
which inventories are a material fac- 


tor. It is recognized, nevertheless, 
that in the past it was not the uni- 
versal practice for certified public 
accountants to make physical tests 
of inventory quantities; it is the 
purpose of this discussion to explore 
some of the methods which may be 
used in varying circumstances to ac- 
complish the desired end, in order 
to aid the practitioner who has not 
been accustomed to making these 
tests in preparing a program to cover 
this portion of his work on a par- 
ticular engagement. 

As in other sections of the audit 
program, the nature and extent of 
the procedures followed in examin- 
ing inventory quantities are of nec- 
essity based on the judgment of the 
auditor; his decision in this respect 
will depend to a large extent on the 
conditions surrounding the particu- 
lar engagement. The auditor will 
first of all want to know whether the 
client’s inventory is determined (1) 
solely by means of a complete physi- 
cal count at the end of the account- 
ing period, or (2) on the basis of 
well-kept and controlled perpetual 
inventory records supported by peri- 
odical physical counts on the basis 
of which the book records are then 
adjusted. In either case, the extent of 
the auditor’s tests will be determined 
by whether, in his opinion, an ade- 
quate system of internal check is pro- 
vided by the client’s stated methods, 
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and whether his investigation indi- 
cates that the stated system is in fact 
in use and functioning effectively. 

In general, a concern whose op- 
erating results and balance sheet 
are based primarily on the taking 
of a periodical physical inventory, 
even though carefully taken under 
all possible safeguards, does not 
have the same degree of internal 
check over its affairs as does the 
concern whose inventories are con- 
trolled by perpetual inventory records, 
which records are periodically checked 
against physical counts. As a first 
rule, therefore, the careful auditor 
will wish to check physically a 
relatively greater proportion of the 
inventory of a client whose system, 
well managed though it may be, 
bases its accounting on periodical 
physical inventories, than he would 
physically check in the case of the 
client whose accounts are based on 
a well run perpetual inventory sys- 
tem. It not infrequently happens, 
of course, that a client will handle 
certain sections of his inventory on 
a perpetual inventory record basis, 
and other sections on a periodical 
physical inventory basis. 


As an example, a concern which 
manufactures food products keeps 
physical inventories of raw materials 
and packing materials on a perpetual 
inventory basis, and the perpetual 
inventory record shows, day by day, 
the amount (in quantities and dol- 
lars) of inventory of such things as 
flour, and sugar, and lard, and other 
materials. It is feasible at any 
time to count this material and see 
whether or not it agrees with the 
perpetual inventory records. 


On the other hand, finished prod- 
ucts are not kept on a perpetual in- 
ventory basis (although there is a 
control account in money) and the 
basis for setting up the income and 
balance sheet monthly is a complete 
physical inventory of the finished 
goods taken at each month-end. In 
this case, in order to make a test of 


the inventory quantities, the audi- 
tor must be present when the client’s 
employees take this inventory, and 
this is in fact the procedure followed; 
that is, to count the finished material 
on a test basis, and later compare 
the total of money value with the 
control account. In this particular 
case the periodical inventory method 
is handled very carefully, and over 
a period it has been found that there 
is seldom any significant difference 
between the money control account 
and the physical count expressed 
in dollars. Such differences as might 
appear are very promptly traced out 
and accounted for. 

A carpet manufacturing company 
is another case in which a part of its 
accounting is based principally on 
a periodical physical inventory, namely 
the work in process. The monthly 
financial statements are based on 
monthly physical inventories of work 
in process, since the company’s 
methods of accounting do not other- 
wise develop this figure. 


Accordingly it is necessary for the 
auditors to be present at the time 
this inventory is taken and to make 
spot tests of the quantities. On the 
other hand, the concern maintains 
a perpetual inventory record of raw 
materials, of which the principal 
item is wool in bales, kept by actual 
bale number. At any particular time 
this record shows how many lots of 
bales are on hand, by bale number, 
which number is also marked on the 
bale. Frequently there is a very 
large number of these bales in a 
sizable warehouse piled tightly from 
floor to ceiling. Since the bales are 
very heavy, it is not practicable to 
move the number that would be nec- 
essary to permit the auditor access 
to each individual bale. 

However, the auditor can list bale 
numbers from the record and go out 
and find the bales (at least he can 
if they happen to be on the outside) 
and he can also take notations of 
bale numbers from the actual bales 
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in sight and see that they are prop- 
erly recorded in the bale register. 


It usually happens every few 
years that the wool market is such 
that the company feels it desirable 
to allow its wool stocks to become 
substantially depleted. At these 
times it is feasible for the company 
or the auditor to check the bales of 
wool on hand completely against the 
bale register. 

A similar procedure is followed 
in the case of cotton inventories lo- 
cated in the client’s own ware- 
houses; i.e., the auditor can make 
spot-test inspections of bales se- 
lected from inventory lists or tabu- 
lating cards, and can also list tag 
numbers from actual bales seen in 
the warehouse, tracing the bale num- 
ber back to the stock records. 


In the following case a company 
furnishes books and magazines on 
both wholesale and retail bases. 
The wholesale division inventories 
are not kept on a perpetual inven- 
tory basis, and the accounts are 
based on semi-annual counts of mer- 
chandise on hand. This again is a 
case where the auditor must be pres- 
ent at the time the client takes the 
inventory in order to make such 
tests and observations and inquiries 
as he deems necessary. 


The retail division of this company 
sells books, candy, cigars and a large 
variety of novelty merchandise 
through a very large number of re- 
tail outlets. Here again perpetual 
inventory records are not kept. Each 
store is charged with its merchan- 
dise at list price, and reports sales to 
the main office, so that a control ac- 
count is maintained for each store. 
The control account should, of 
course, at all times represent mer- 
chandise or cash on hand at each 
particular store. The company 
maintains a large force of traveling 
auditors who make complete counts 
of merchandise plus cash at each 
store several times a year, compar- 


ing the total with the main office 
control account. 

The independent auditor may 
select certain stores for making 
counts of cash and merchandise at 
various dates during the year, thus 
forming an opinion as to the efficacy 
of the system in use, including the 
work done by the client’s own travel 
audit staff. It would probably be 
felt that tests in relatively few of 
the very large number of retail 
stores involved would suffice. 


A similar case in that of a grocery 
chain which has three warehouses in 
the East and one in Chicago; the lat- 
ter has 40 sub-branches, and in addi- 
tion about 2,000 retail stores. Here 
again perpetual inventories are not 
kept, and annual inventories are 
taken at the warehouses. 

The auditor may make spot tests 
of the inventories at the warehouses 
by having his representatives pres- 
ent when they are taken. The re- 
tail stores are controlled by money 
control accounts at the head office, 
the store being charged with the 
goods at retail and the sales reported 
monthly by the store. There are 
about two thousand of the retail 
stores, no one of which has a stock 
of over $1,000. In this case it is not 
considered practicable or reasonable 
to attempt to make physical tests of 
the retail stores, in view of the inter- 
nal control exercised by the main 
office. Further, it is considered that 
if the individual store is to remain in 
business it must have a stock on 
hand, and that the aggregate short- 
age which might be present in all 
the stores is not likely to be mate- 
rial. 

In the case of inventories of an 
oil company, the auditor may ac- 
company the client’s gauger to stor- 
age terminals where a substantial 
number of tanks is located. A rep- 
resentative number of tanks is se- 
lected and the work of gauging per- 
formed by the client’s gauger is 
observed. Oil companies usually 
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have a quantity of oil in the pipe 
lines. It is usually impossible to 
check the oil contained in the pipe 
line, but it should be feasible to com- 
pare the book record of oil in pipe 
line with the capacity of the line as 
determined by the client’s engineer- 
ing department. 


Another example of a type of 
business whose inventory is con- 
trolled by perpetual inventories is a 
manufacturer of cast iron pipe. In 
this case there is kept a perpetual 
inventory of finished pipe by sizes 
and number of pieces which is posted 
daily. The auditor may test this in- 
ventory by counting all the pipe of 
different sizes and grades and then 
comparing the count with the per- 
petual inventory record. Of course, 
the opposite procedure can be fol- 
lowed, i.e. to take the data from the 
perpetual inventory record and com- 
pare it with the pipe in the storage 
yard. 


This company also has the same 
type of problem that one finds in 
sulphur companies, in coal com- 
panies and in sand-and-gravel com- 
panies; that is to say, the inventory 
consists of bulk material (in this 
case, pig iron) stored in large piles. 
The perpetual inventory record is 
kept by piles and indicates the ton- 
nage of pig iron in each pile. The 
auditor may request one of the 
client’s technical men not connected 
with the record-keeping to accom- 
pany him on an inspection of the 
piles, and ask that an estimate be 
given of the tonnage by piles. The 
estimate is compared with the book 
record and any substantial differ- 
ences investigated. A collateral check 
results when a pile is completely 
used. The auditor may uote from 
the usage records whether the re- 
corded usage equals what was orig- 
inally dumped on the pile. The re- 
sulting differences indicate whether 
the system is working and whether 
or not the differences developed are 
material. 


In the case of tobacco companies, 
complete perpetual inventory of 
hogsheads of tobacco is kept, by 
warehouses and grades of tobacco. 
The auditor can make rather com- 
plete tests of tobacco in warehouses 
either by counting a complete ware- 
house and comparing it with the 
record for that warehouse, or by 
going to the warehouse and counting 
certain grades and comparing the 
count with the perpetual inventory. 
In the case of cigarettes, it is neces- 
sary to count all the cigarettes, since 
the control is in total only. This is 
not as difficult as it might seem, 
however, because in two or three 
hours one can count several million 
cigarettes. 

A certain tobacco company keeps 
practically, if not all, of its raw to- 
bacco in outside warehouses, but 
nevertheless the auditor may check 
some of the products in these out- 
side warehouses. In one case there 
was checked about 30% of the to- 
bacco in hogsheads in the public 
warehouses. In addition, there were 
checked all of the finished cigarettes 
and smoking tobacco in public ware- 
houses. 

In addition to making what might 
be termed direct physical tests of 
inventory quantities, the auditor is 
to make inquiries regarding the in- 
ventory. Such inquiries will cover 
many phases of inventory taking— 
the system employed, the procedures 
for assuring that the quantities are 
properly counted and checked, that 
obsolete or unsalable goods are segre- 
gated, and the like. 


In addition to inquiries directed 
at the client, the careful auditor will 
also make a number of tests of the 
records outside of the inventory it- 
self, designed to bring out in his 
own mind whether the inventory 
quantities as well as its total value 
are reasonable in all the circum- 
stances. This type of inquiry is often 
referred to as an “over-all” or “col- 
lateral” test of the inventory. It 
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may be worth while to describe some 
tests of this character which have 
proved useful in practice. 


A general test which can be used 
in certain circumstances is to add 
purchases (or production) to the 
opening inventory, deduct sales, and 
compare the result with the physi- 
cal inventory. This method can be 
used where the records show prod- 
uct in units, so that uniform quanti- 
ties can be used as the basis of 
computation, or where inventories 
and sales are priced on a uniform 
basis so that dollar amounts can be 
compared. 

For example, the food manufac- 
turer previously referred to records 
the finished inventories at list price, 
and also prices the production at 
list price. It is possible, therefore, 
to start out with the opening inven- 
tory priced at list, add production 
at list, deduct the sales at list and 
compare the resulting figure with 
the physically-taken inventory priced 
at list. As a by-product there is 
produced a reconciliation of the pro- 
duction and sales. It is not quite as 
simple as it sounds, of course, be- 
cause such things as usage of prod- 
ucts for advertising purposes, the 
changes in prices during the year, 
and many similar factors have to be 
taken into consideration; neverthe- 
less it can be done and it is quite 
feasible to work it our fairly closely. 


Another type of “over-all” test 
of inventory quantities used in this 
same case is to compare the quan- 
tity of raw materials on hand in 
each of the several factories with the 
current consumption. It is the pol- 
icy of this company not to carry 
(with certain minor exceptions), raw 
materials in excess of two or three 
months’ consumption, so in making 
this comparison, if it is found some 
factory reports a quantity which 
seems to be, say, six months’ con- 
sumption, question is immediately 
raised. 


The gross profit test is also used 
in this case, by comparing the gross 
profit, by factories, for all of the 
numerous factories. If some factory 
reports a gross profit for the month 
of December that seems to be out 
of line, the auditor should try to find 
out why that is. It is possible, of 
course, that an unusual percentage 
is caused by the particular factory 
making a mistake in taking their final 
inventory. 

Another significant set of statis- 
tics useful for this particular purpose 
is to compare the percentages of the 
elements of cost to production at 
list. For example, it may be found 
that material costs 46% of produc- 
tion at list at one time, 48% at 
another, but that at a third it runs 
up to 55%. That may, of course, 
point to some error in the inventory, 
which was reflected in the consump- 
tion figures, and which, in turn, goes 
into these percentages. 

In a manufacturing company 
which uses a large amount of tin 
plate, a statistical record of the usage 
of tin plate is kept outside of the 
accounting department. We have 
been able to take the quantities of 
tin at the opening inventory and add 
the purchases and deduct this statis- 
tical record of usages, and compare 
that balance with the tons or pounds 
of tin in the final inventory. 

In the case of a golf ball manufac- 
turing company which purchases its 
centers from a rubber company, the 
centers can be used as a basis for a 
computation of closing inventory, 
using the above formula. 

A carbon black manufacturing 
company has records showing the 
gas consumed in production. With 
this data, a check is had on the total 
production, and indirectly on the 
closing inventory quantities. 

An over-all test which is useful in 
the case of sulphur, tobacco and oil 
companies which pay a tax based 
essentially on production, is to com- 
pute the production based on tax 
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payments and compare the total 
with the book record of production. 
This gives an outside check on one 
of the elements of the opening in- 
ventory, plus production less sales 
equals closing inventory computa- 
tion. 

Another type of over-all check 
which can and is used is exemplified 
by the case of a wholesale coal com- 
pany. At December 31st, coal has 
been accumulated in large piles 
ready for sale in the coming busy 
season. The auditor can look at and 
measure these piles and try to arrive 
at some idea of how many tons of 
coal are contained in them for com- 
parison with the quantities shown 
by the perpetual inventory, but such 
estimates are not likely to be very 
accurate. By the time the audit is 
completed two or three months have 
passed and a large proportion of the 
coal in the December 31st inventory 
has been sold. The auditor can, in 
effect, trace the coal pile through 
sales into accounts receivable or 
cash. In other words, the auditor 
can account for a great part of the 
inventory through subsequent trans- 
actions. The reason that this test 
is feasible in this case is that little 
coal is bought after the end of the 
year and practically all that is sold 
during subsequent months is what 
was on hand at December 31st. 

Another class of client on which a 
spot test of inventory is of some in- 
terest is the department stores. In 
addition to making spot tests at the 
time the inventories are taken by the 
client, there are over-all checks 
which are due to the manner in 
which the department stores keep 
their accounts, perhaps of more 
value in checking the physical quan- 
tities than would be the case in some 
other types of businesses. These 
inventories are very finely divided as 


to departments, and frequently are 
classified as to age and season in 
which purchased. Rather complete 
records of inventory turnovers are 
kept and, of course, departmental 
gross profits are kept. With this 
statistical data available, the auditor 
may feel that he can get even a better 
check on the quantity of the inven- 
tory than he does by means of physi- 
cal tests. 

The value of physical tests of in- 
ventory quantities has been demon- 
strated in actual practice over a con- 
siderable number of years. Under 
the present rules of The New York 
State Society, the auditor can hardly 
omit them in appropriate cases. 
Nevertheless, the auditor who de- 
votes time to thinking out of proper 
over-all tests, will find that his time 
has been well spent. He should en- 
deavor to visualize the flow of prod- 
uct through the business; the pur- 
chases or manufacture of product. 
the sales, and the turning of sales 
into accounts receivable and cash, 
and to understand whether or not 
effort put forth into production has 
been realized in sales or has gone 
into inventory. He should ask him- 
self whether the production has been 
sold, “Is what has been sold this 
year’s or last year’s production? 
Are we piling up inventory of un- 
salable merchandise?” and_ other 
questions of the sort. A review of 
statistical data prepared by the 
client will often point to an over- 
all check, which will be of great 
value in forming an opinion as to 
the general reasonableness of the 
inventory. In short, the auditor 
should always remember that de- 
tailed rules of auditing procedure 
are no substitute for clear thinking, 
alertness, observation and imagina- 
tion in the conduct of any examina- 
tion. 
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Corroboration of Physical Inventories in the Nonferrous 
Metal Industry 


By Crawrorp C. Hatsey, C.P.A. 


HE Chairman has asked me to 

comment on methods used in 
the corroboration of physical inven- 
tories of nonferrous smelters, re- 
fineries and manufactories. Such 
smelters and refineries do not take 
physical inventories in the sense or- 
dinarily thought of as these inven- 
tories are largely taken perhaps 
months before the inventory date 
and only a small percentage of the 
total inventory is actually weighed 
on or even within a few days of that 
date. 

As material is received or pro- 
duced it is stored in piles which re- 
main intact until actually shipped 
or used. Wire bars, which are the 
finished product of the refinery, and 
all intermediate products which are 
also cast in regular forms, are 
weighed at the time produced or re- 
ceived. Such products are then piled 
carefully in a regular, systematic 
way. These piles are not touched 
nor is any portion of them used until 
it is known that the whole pile is to 
be used as quickly as possible. As 
the material is taken out of the pile, 
it is weighed, and when the pile is 
completely used the book record 
should show that there is no more 
material in that location. If the book 
record should show a balance (either 
debit or credit) such balance is elimi- 
nated by correcting the quantities 
previously said to have been used. 
These adjustments are really the 
guarantee that the inventory is rea- 
sonably correct as there can be no 
cumulative errors. This procedure 
is known as the “cut-off method.” 


The real question however is, how 
can the quantities be verified? Such 
material as wire bars and cathodes 
(which are pure copper), anodes and 
blister (which are impure copper and 
contain silver, gold and other im- 


purities), are always received or pro- 
duced at the refinery in definite 
shapes and are piled carefully in reg- 
ular piles. It is possible to go out 
in the yard, count the number of 
pieces of such materials in a layer, 
the number of layers in a pile, and 
the number of piles. By the applica- 
tion of an average weight to the 
number of bars so determined, an 
approximate total weight may be ob- 
tained which should check closely 
with the book record. Material that 
can be counted in such a manner may 
be expected to represent about two- 
thirds of the copper content of all 
material in the plant. 


Other materials in a copper smelter 
consist of ores, concentrates, scrap, 
and other kinds of materials, all of 
which are stored in piles at the time 
the material is received. At the in- 
ventory date these piles may or may 
not have been partially used. The 
quantities originally received and 
stored in the pile have been recorded 
on the books, and the quantities of 
material taken out have been de- 
ducted. The books then indicate 
that there should be a certain quan- 
tity of a certain material in each pile. 
It is, of course, impossible to look 
at large piles of ore, concentrates, 
scrap or any of these other materials 
and know at all accurately how much 
material is there. The only thing 
that can be done is to see that there 
is such a pile, and the observer 
should have had sufficient experi- 
ence so that he is able to recognize 
ores as distinguished from dirt or 
rock, or concentrates as distin- 
guished from mud, and be reason- 
ably certain as to the identity of 
most of the other materials. It is 
impossible to check even approxi- 
mately the quantities of such mate- 
rials and the book figures must be 
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used. The real safeguard is the 
“cut-off method” mentioned. The 
observer should, of course, make the 
usual check of the records, verify- 
ing that receipts shown as being in a 
pile agree with the receipt books, 
that the assays used were those 
agreed upon, that the average of the 
extensions give a reasonable average 
assay, etc., etc. Such tests and 
checks are all that can ordinarily be 
done in respect to materials of this 
kind. 

I have often been asked why it is 
that we do not have such piles sur- 
veyed, and by calculating the cubic 
contents and applying average 
weights and average assays, obtain 
some idea of the contents. This, of 
course, can be done but the results 
so obtained are usually very unreli- 
able, due not only to the fact that the 
materials placed in any one pile are 
not homogeneous, but also because 
of the moisture factor, the fact that 
the average weight per cubic foot at 
the bottom of the pile is entirely 
different than that at the top, and 
other variables. And further, unless 
independent assays are made the 
final results would still be entirely 
dependent upon the book records of 
assays. The expense which neces- 
sarily would be incurred by the client 
in having this work done, would not 
ordinarily be justified. However, if 
the material involved were of high 
grade and the value of the contents 
comprised not only a large part of 
the inventory but also a material 
proportion of the current assets of 
the company, it would undoubtedly 
be necessary to make such a test. 


As to the inventories of a manu- 
factory which fabricates copper, let 
us consider the procedure possible at 
a plant manufacturing all products 
from small insulated wire to large lead 
covered cable. Here, again, a large 
part of the inventory is not actually 
taken at the physical inventory date. 
The smaller insulated wires come 
out of the machines very fast and are 


measured as wound on the reels. 
When a reel is full, the measurement 
is taken and marked on a tag which 
is attached to the reel. As the wire 
is measured in thousands of feet and 
there are hundreds of such reels of 
wire, it is evident that it is impracti- 
cable for either the observer or the 
company to measure all of this wire 
when the physical inventory is being 
taken. The number of reels can, of 
course, be counted but other than 
this the experience and acuteness of 
the man checking this inventory is 
the main safeguard. 

There are, however, some parts 
of the inventory that can be corrobo- 
rated. In the case of the larger 
cables one can count the number 
of times the cable goes around the 
reel, the number of the layers on a 
reel and, by making a computation 
of the average circumference, can 
easily calculate an approximate footage. 

It should be realized that the 
methods.-used for inventory corrobo- 
ration must vary for each particular 
plant and must depend largely on 
the individual in charge. It is not 
possible to corroborate an inventory 
by rote, nor can rules covering all 
plants be set up. Before attempting 
to corroborate a physical inventory, 
whether in the nonferrous metal in- 
dustry or any other, the first thing to 
do is to learn how the company takes 
the physical inventory, what they do, 
how they do it and why. Then, and 
not until then, devise your own plan 
of procedure. 

I believe that tests of the kind and 
to the extent described, effectively 
serve to corroborate inventories of 
the type met with in the nonferrous 
industry, and meet all the require- 
ments of the “Extensions of Audit 
Procedure”. After all, as has been 
pointed out many times, the account- 
ant is not taking the inventory. His 
main function in doing this work is 
to see that there is no material error 
in the inventory figures to which he 
is going to certify. 
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Discussion 


The following are extracts from 
the discussion which followed the 
presentation of the foregoing 
papers. 

A Member: I want to ask Mr. 
Byrne a question regarding being 
present at the inventory taking at 
a warehouse and making test counts 
of quantities as the inventory is 
taken. 

I am not quite clear as to the 
technique. If the employees of the 
client were taking inventory and 
the auditor were present, how does 
he control the tally sheets when he 
leaves the premises if he doesn’t 
have the whole inventory in his 
possession? 

Mr. Byrne: Well, I think that is 
a very good question. 

There are, | think, two ways of 
dealing with that. The best way 
is, in those cases where you are 
able, to have duplicate inventory 
tags prepared (which, of course, are 
all numbered), and the auditor re- 
tain copies of the tags for the com- 
plete inventory. 

In those cases where it is not 
feasible to use a duplicate bin tag, 
the most the auditor can do is to 
make notations of the particular 
quantities he does count and later 
check those particular quantities 
against the client’s summarization. 
He can still see that the summariza- 
tion of the client’s bin tags accounts 
for all tags issued, and see that there 
are no missing numbers and that 
sort of thing, but he doesn’t have 
the same control as he would in 
cases where he was able to retain 
copies of the tags. 


Mr. Chirlian: We have a prob- 
lem in inventory with converters 
which buy direct from a mill and 
ship to a finishing plant in some 
other State. The solid cases shipped 
from the mill to the finishing plant 
have not been opened by the finisher, 
and all he can write back is a list 
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of numbers. How can we satisfy 
ourselves as to the yardage? 

Chairman Kassander: Well, at 
some time or other I presume pro- 
duction for that yardage was ac- 
counted for, wasn’t it? 

Mr. Chirlian: Well, it was so close 
to the inventory date there was no 
production. They are still in solid 
cases, not opened. There might be 
500 cases of gray goods not opened. 


Chairman Kassander: You say 
this never came through your client’s 
records at all? 

Mr. Chirlian: It was shipped 
direct to the finishing mill. 


Chairman Kassander: Well, he 
has an invoice for it, hasn’t he? 


Mr. Chirlian: He has it from the 
mill where he bought the gray 
goods. 


Chairman Kassander: If he has 
an invoice he can set up a liability 
for it and account for the asset at 
the time he gets a confirmation of 
that asset from some other point. 
Your client paid for the case, didn’t 
he? 

Mr. Chirlian: Yes. 

Chairman Kassander: He has got 
a bill for it. He assumes liability 
to the mill for that amount of money 
for certain quantities covered by the 
invoice, so he at least is satisfied 
that he has got his money’s worth, 
but he is trying to satisfy you 
that this asset is still in existence, 
namely, at this finisher’s. You con- 
firm it. I think there is a complete 
chain of information. 


Mr. Bergman: How does the 
auditor get started in taking the 
physical count of the inventory? 

Mr. George W. Pavelka: You ar- 
range with your client to close down 
his departments and stack his ma- 
terial, so there would be a cut-off 
date, etc., and when you get to 
taking inventory see that you or 
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your representatives be there at the 
time of the start in the morning and 
see how the controls of the tags or 
the inventory sheets are kept, and 
from that point on observe the in- 
ventory taking by the client’s people 
by walking around the plant and 
making such tests as you deem nec- 
essary, taking large blocks and in- 
quiring as to comparative value of 
lots here and there, so that when 
you have made your tests you have 
not only a reasonable quantity of 
the goods as to quantities, but a 
reasonable proportion as to dollar 
value. 

By keeping control of the tests 
made, as Mr. Byrne said before, 
you can check the summaries after 
they have been priced and extended 
by the accounting department later 
on to make sure there are no im- 
portant things in there that you at 
least didn’t see or have a record of 
on your test count. 

Mr. Baumgartner: I would like 
to get an idea as to what would be 
considered a fair test in taking an 
inventory. Would 10% or 2% of 
the numerical quantity be enough, 
or would 50% be enough? 

Chairman Kassander: Well, I 
don’t think there is a “cut and dried” 
answer to that. I think it depends 
on the circumstances of your client. 
I think it depends on his own 
arrangements, his own check that 
he keeps himself, and how much 
you have to do to satisfy yourself 
that he is doing what he says he is 
doing—that he is actually counting. 

Another thing I think that governs 
that a whole lot is the interest that 
the client’s supervisory force takes 
in the final result. If you know and 
you see while you are there that 
the supervisors, the foremen, the 
people from the accounting depart- 
ment, are going around themselves 
and following up these chaps who 
are taking the inventory, you might 
say to yourself, “Well, that is double- 
checked and I don’t have to check 


that as much as if they simply 
turned 150 laborers loose and told 
them to count everything in sight 
without any supervision as to what 
they were doing.” 

A Member: Following up your 
remarks, I think that in this matter 
of certifying of inventories we must 
not get away from the fact that, 
in the final analysis, management 
is responsible for the inventory, and 
accountants sometimes walking in 
and taking inventories may take 
such control of the plant that they 
take away control from manage- 
ment and leave themselves wholly 
responsible for inventories, and it 
in some cases makes for disastrous 
results where the accountant is “put 
on the spot” to determine whether 
the inventory as taken is correct. 

Mr. Roy A. Paul: In talking in 
connection with the automobile 
agencies which have large parts and 
accessories inventories, in instances 
where the monthly audit is in the 
process and the opening inventory 
plus all the merchandise purchases 
are credited each month with the 
cost of the sales that are based on 
the regular cost of sales ratios, is 
it necessary to be actually present 
at the actual physical count where 
the inventory that is finally taken 
compares fairly with the book in- 
ventories ? 


Chairman Kassander: Well, how 
do you know that the inventory as 
finally taken compares with the 
book inventory? I don’t get your 
question. 


Mr. Paul: Well, the book inven- 
tory is arrived at by taking the per- 
centage of the sales on the basis of 
the cost of sales ratio, and if the 
purchases are audited throughout 
the twelve months and you take 
your cost of sales figure which is 
based on the gross profit that is 
expected to be derived from the pur- 
chases, we have a fairly good in- 
ventory as far as the books are con- 
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cerned. Of course it cannot be with 
respect to each individual type of 
part, but the whole parts inven- 
tory—as a whole—and then, in that 
way, at the end of the year, the parts 
inventory is finally taken and com- 
pares fairly accurately with the book 
inventory. I just want to know if 
it is necessary to count or to be 
present at the inventory taking. 





Chairman Kassander: That is the 
whole point. The physical inventory 
as represented by the client com- 
pares very well with the books, 
surely ; but you, as an independent 
C.P.A., have no assurance that the 
inventory which the client says is 
there and compares with the book 
is, in fact, there, unless you are pres- 
ent and satisfy yourself by methods 
that you deem adequate that what 
the client says is there and which 
compares with the book is, in fact, 
there. 


Vice-President Stewart: I thought 
you predicated your question on a 
monthly audit. I thought you asked 
if you ought to be present every 
month. At least once a year, when- 
ever you are giving out a certified 
statement, you ought to be present. 

Mr. Julius Franklin Wells: Re- 
garding the last question the gentle- 
man over there answered, I think 
probably I have had as much ex- 
perience with automobile agents and 
distributors as a good many of the 
fellows, and I think you will find 
that, as a whole, proprietors know 
less about the stockroom than any- 
body connected with the organiza- 
tion. They leave it to the stock 
clerks to take this inventory, and 
[ think it is most important that 
the accountant be present at the 
inventory-taking time. 

Mr. N. B. Bergman: If I under- 
stood Mr. Halsey correctly, it is 
not customary to make any attempt 
to measure the piles of ore and other 
materials in the metal business. 
Wouldn’t it be possible for the audi- 


tor to use a formula and verify the 
quantities in those piles? 

Mr. Halsey: That has been done 
in many cases, but almost univer- 
sally when it has been done it has 
been found that they are very unre- 
liable. Ore concentrates, or any 
material of that kind in large piles 
which has been rained on out in 
the open, gets packed down so they 
do not know what the moisture con- 
tent is; with the volume and weight 
at the bottom, it is entirely different 
at the top. 

Now they do that in cases where 
their records are entirely wrong for 
any reason, and they usually rely 
on it in that way, and the account- 
ant could do it just as a means, per- 
haps, of verifying that that material 
is there. But you want to remember, 
in a big pile the accountant couldn’t 
possibly know what is in the middle 
of it. He has got to assume that 
the same thing is in the middle as 
is on the outside. Now he won't 
know any more by measuring that 
pile than he would by looking at it 
or accepting the book records. 

A Member: Mr. Halsey cited an 
instance when he took an inventory 
last November 30th and found one 
department was going to continue 
operating until the following Satur- 
day. I cannot see any great harm 
in that. After all, for a two-day 
period it could very easily be ad- 
justed back to November 30th. 

Now in this particular case Mr. 
Halsey was able to persuade him 
to shut down the plant. You can- 
not always do it. In other cases, 
although it may be the end of the 
vear, the plant is running full blast 
and merchandise must go out, so 
certain departments will continue; so 
it seems to me that whenever they 
do want to close down, provided it 
is within a fairly reasonable time, 
adjustments can be made. 

Now I also believe that in some 
cases, particularly with department 
stores, inventories are started long 
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before the end of the fiscal year, and 
adjustments are made. 

Mr. Halsey: That is perfectly 
true as regards this particular case, 
but they had failed (I probably for- 
got to mention it when I was talk- 
ing) to take the necessary steps to 
get the necessary information which 
they would require to make such an 
adjustment, 2nd I told them they 
would either have to make those 
necessary adjustments (and I made 
them sound as hard as I could) or 
take the inventory as of November 
30th. They could have continued 
and they could have been adjusted, 
but it was a matter of providing 
proper records which, in this par- 
ticular case, they had not done. 


A Member: Under what percent- 
age should we contact the inventory 
—under favorable or unfavorable 
circumstances? Should we take 10% 
or 33%? 


Mr. Halsey: It depends somewhat 
on what you find. If you make 
fifteen test checks and find five or ten 
of them wrong, you will probably 
want to make more or insist on hav- 
ing them done over again, and after 
they have done it over you have to 
go back again and make other sec- 
ond tests, and if you find the second 
group tests are right you will prob- 
ably only make a few of them. 

When I go into a plant I try to 
pick out departments where the most 
value lies and make more tests in 
those departments than I do in the 
ones where there is very little value. 
In those I go through and see that 
they are doing it carefully and make 
a few casual tests, perhaps, but I 
only spend my time where the 
money is, and the extent of the tests 
you make are the extent of the in- 
ventory and what you find. 


A Member: In dealing with preci- 
ous stones or valuable furs or sable 
skins, in what way would the ordi- 
nary accountant contact the inven- 
tory? 


Chairman Kassander: Not much 
more than to know the number of 
furs that are there. 


Same Member: A sable coat might 
be worth $30 or some other amount. 


Chairman Kassander: That is just 
one of the jobs we can not do, and I 
do not think anyone is expecting us 
to do. 

A Member: In the silk industry it 
is quite an accepted practice, in the 
purchase of silk by bales, that there 
be a certain variation in weight. 
That weight the purchaser has got to 
be prepared to pay for even though 
the test does not show that weight, 
because it is a trade practice. Under 
those circumstances would the ac- 
countant be justified in certifying 
the inventory at the purchase price 
because of the weight that was paid 
for, even though in making his test 
he finds the weight to be less? 


Chairman Kassander: You are 
speaking of unopened bales now? 


Same Member: Unopened bales. 


Chairman Kassander: [| think you 
are justified in pricing at cost what- 
ever you got for that cost. 

A Member: In the case of a busi- 
ness where they sell their merchan- 
dise mostly according to samples, 
they have just a certain amount of 
samples in their own warehouse and 
they have the bulk of the goods— 
maybe bales or cases—in other ware- 
houses—private warehouses—now * * * 


Chairman Kassander (Interrupt- 
ing): That is, not their own ware- 
houses? 


Same Member: 
warehouses. 

Now, according to the “Extension 
of Audit Procedure”, with inven- 
tories it was stated we do not have 
to go there, we can just get con- 
firmation from that other warehouse. 
Now, isn’t it advisable—can it be 
done in a practical way—to go to 
that warehouse, or will you really 
rely upon that confirmation solely? 
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Chairman Kassander: Well, “The 
Audit Procedure Extensions” say 
something about if the assets in the 
public warehouses are of material 
amount, the auditors should make 
supplementary tests. Do you re- 
member that >—Words somewhat to 
that effect? Well, I think that is one 
of the supplementary tests. You can 
go around there and at least see that 
there is a warehouse. 

I think you should, in a case like 
that, try to arrange to inventory the 
articles in that warehouse if they 
are in a position to identify one cus- 
tomer’s from another’s. 

Mr. Benjamin S. Kalvin: I think 
one of the most important things to 
do in having physical contact with 
ai inventory and trying to estimate 
even the quantity or the value of it, 
is to have, I should say, our contact 
with the employees. In other words, 
by casual conversation with the em- 
ployees of the company, get from 
them their estimate as to what is in 
that pile. 

You may look at a pile and say, 
“The records show there are about 
10,000 pounds there; to me it looks 
as if there were about 4,000 pounds.”’ 
Discussion with employees may 
bring out the fact that they think 
different amounts are there, and that 
might be a more valuable test in 
your own estimation of it, because 
especially the loaders and the un- 
loaders have an idea of just what is 
put in there and just what 10,000 
tons look like. 


Chairman Kassander: Of course, 
that is an expedient that is used. 
Mr. Byrne referred to it in his paper 
—trying to get somebody’s opinion 
who was actually working with the 
stuff every day. 

Mr. William Herbert Danne: On 
the question of verification of inven- 
tories, where the inventory is pliable 
and the checking can be done at 
some time other than the year-end, 
to what extent, if any, would you re- 
view those figures at the year-end? 
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(That is a question I might put to 
Mr. Byrne). 

Chairman Kassander: Actually re- 
check at the year-end, you mean? 


Mr. Danne: Well, not actually 
physically, but to what extent would 
you satisfy yourself that the compli- 
mentary figures had gotten into the 
balance sheet? 

Mr. Byrne: Well, I think you 
should do something of the sort. 
Your premise was that the records 
were in good shape—that they have 
a perpetual inventory? 


Mr. Danne: That is right. 


Mr. Byrne: That being the case, 
it should be quite feasible to trace 
the purchases and sales for the 
month of December and, starting out 
with your November 30th inventory 
figure physically taken and what not, 
go down and compare that with the 
book figure for December 31st, and 
I think that is one of the procedures 
you should follow. 


Mr. Danne: In other words, you 
should not be willing to merely 
check the physical inventory with 
the books as of a certain date, but 
carry that up to the balance sheet 
date? 


Mr. Byrne: I think you have to 
use a little common sense there. If 
your records have been good over a 
period of years, you certainly would 
not feel that you had to do quite as 
much detail checking for that month 
as you would in a case where you 
thought the records were not too 
well kept. 


Mr. Gross: Where the accountant 
is not qualified to identify the inven- 
tories, such as with diamonds or 
furs, doesn’t he relieve himself of the 
responsibility merely by saying that 
he has accepted the valuation of the 
management, or is it incumbent 
upon him to call in an expert and get 
an appraisal of the diamonds or furs, 
or whatever the case is? 
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Mr. Hoffman: Well, my thought 
would be if it were a question of dia- 
monds or valuable stones, possibly 
getting the officials or directors of 
the company together and talking 
over the value with them and seeing 
what they have to say would be first, 
and then of course you would most 
likely have detailed records of the 
purchase of these various stones. 

Mr. Gross: What is the danger of 
a substitution? I mean, is it abso- 
lutely imperative that the account- 
ant have an appraiser come in and 
look the inventory over and have 
him satisfy the accountant that these 
so-called diamonds are actually what 
they are purported to be? 

Mr. Hoffman: I am not sure it 
would be accepted, but I think the 
idea would be that you would have 
to use that as the idea of the ap- 
praiser and not your own. 

Mr. Gross: Your own would be 
meaningless in a situation of that 
type. 

Mr. Hoffman: My thought would 
be you would then qualify and say 
that they had been appraised by a 
certain company. 

Mr. Gross: I mean, should you 
insist upon an appraisal in a case like 
that, or brush aside responsibility 
and say that the management had in- 
formed you that these stones were 
actually diamonds, or whatever the 
case is? 

Vice-President Stewart: I think, 
in view of the changed attitude of 
the profession, that some sort of 
disclaimer of responsibility is neces- 
sary in such cases. I think that will 
emerge out of the current practice. 

A Member: I would like to ask 
one more question; this is in refer- 
ence to opening cases. To what ex- 
tent should we open up cases to 
assure ourselves that the case holds 
what it actually is supposed to hold? 
I have in mind a case 10 feet wide 
and 10 across. How do you know 
what is inside? Are we compelled 


to open up these cases to assure our- 
selves that it does contain what it is 
supposed to? 


Chairman Kassander: Well, | 
think if I were the least bit leary, I’d 
drag out a couple of them. In fact, 
I have. 


Same Member: Well, the question 
is, how are you going to find out 
what is in it unless you do that? It 
seems to me there ought to be some 
practice which you ought to follow. 


Chairman Kassander: As some- 
body said this evening, “There is no 
fixed rule.” You have got to satisfy 
yourself as best you can as a lay- 
man, and if you can’t satisfy yourself 
without ripping open the cases, some 
of them will just have to be ripped 
open. 

I think that is necessary some- 
times. At other times, the methods 
involved in putting them where they 
are, so many people having been in- 
volved in putting them there, the 
manufacturing process, etc., might 
cause you to feel that it would be 
very difficult to manipulate those 
cases—to actually throwempty cases 
in there—and, in other cases where 
it is just a static stock, you would 
have to see that there isn’t some 
substitution. 

I think it is all part and parcel of 
the question: What percentage do 
you verify? It all depends on what 
happens around the place. Some- 
times it is just inconceivable that 
any substitution would take place 
just before and be corrected just 
after the inventory, but that is just 
what has to be ascertained. Often- 
times when working people are told 
to get a certain quantity of a certain 
material, they just automatically go 
to that spot and expect to find it 
there, and if they found an empty 
case it would disrupt operations. In 
those situations I do not think you 
would be as tempted to open up 
cases as you would where there is 
just a static storage space where 
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they could substitute something for 
those presumably full cases and no- 
body would go near the place in six 
months to discover it. In cases like 
that I think you have to open up the 
cases and see what is in there. 

Mr. Cook: Does the Committee 
happen to know whether many of 
the large firms are making a practice 
of having physical contact with the 
inventories throughout the year? 

The reason why I ask that is be- 
cause the discussion, up to the pres- 
ent time, to my mind has revolved 
around making the inventory De- 


cember 3lst, and the earliest date 
mentioned was November 30th. 

I have in mind a concern which 
has internal control and practical 
physical inventory methods. Why 
isn’t it practical to take it in August? 

Chairman Kassander: As a matter 
of fact, it is practical to take it 
throughout the year, a little each 
month or a little each week, and ac- 
countants could go in and make such 
tests as they wanted to satisfy them- 
selves that perpetual inventories are 
adjusted and counts are being made 
throughout the year. 
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Securities and Exchange Commission 


Accounting Series Releases Nos. 12 to 17 


In order to make available to our 


readers all accounting releases issued 


by the S.E.C., we are publishing them in this bulletin as soon as they are 
received at the Society's office. In the October 1938, January 1939, and 


February 1940 issues have appeared releases Nos. 1 through 11. 


Below 


we include No. 12 pertaining to Regulation S-X, No. 13 on form of account- 
ants’ certificates, No. 14 pertaining to amendment of rule adopting Regula- 
tion S-X, No. 15 on surplus accruals, No. 16 on the charging of deficits 
to capital surplus, and No. 17 relative to the natural business year. 


No. 12 


REGULATION S-X 
February 21, 1940 


The Securities and Exchange Com- 
mission has adopted a uniform set 
of accounting requirements which 
will apply to the majority of the 
Commission’s registration and re- 
port forms under the Securities Act 
of 1933 and the Securities Exchange 
Act of 1934. 


The new single accounting regu- 
lation will be substituted for the 
several existing sets of accounting 
instructions which have heretofore 
applied to the various forms. More- 
over, the new regulation will have 
the effect of simplifying amendments 
and interpretations of accounting 
rules, inasmuch as such amendments 
and interpretations will apply to a 
single regulation instead of to a 
variety of requirements. 

The new regulation, designated 
Regulation S-X, will govern the 
form and content of all financial 
statements and schedules required 
to be filed as a part of— 

(a) Registration statements under 
the Securities Act of 1933 filed on 
Form A-2; 

(b) Applications for registration 
of securities under the Securities Ex- 
change Act of 1934, filed on Form 
8-A, 8-B, 10, 11, 13, 14, 15, 17, 22, 
23, or 24; 


(c) Supplemental or periodic re- 
ports under Section 13 of the Securi- 
ties Exchange Act of 1934, filed on 
Form 10-K, 11-K, 13-K, 14-K, 15-K, 
17-K, or 24-K; and, 

(d) Supplemental or periodic re- 
ports under Section 15 (d) of the 
Securities Exchange Act of 1934, 
filed on Form 1-MD or 4-MD. 


The new regulation will be applic- 
able to all filings made on these 
forms after May 31, 1940. However, 
if a registrant so elects, the provi- 
sions of the new regulation may also 
be applied to financial statements 
filed prior to that date. 


In general, the new regulation con- 
stitutes a codification of existing in- 
structions as to the form and content 
of financial statements as now con- 
tained in each of the several forms 
listed. Instructions as to the dates 
and periods for which financial state- 
ments are required to be filed, how- 
ever, will be found in the respective 
forms. 

As now organized, the regulation 
is subdivided into twelve articles. 
The first four articles contain rules 
of general application. The next six 
articles prescribe, respectively, the 
form and content of financial state- 
ments for commercial and industrial 
companies, investment companies, 
insurance companies, committees 1s- 
suing certificates of deposit, bank 
holding companies, and natural per- 
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sons. The remaining articles deal 
with the form and content of surplus 
statements and supplementary sched- 
ules. A comprehensive table of con- 
tents is included. 

Some new requirements have been 
added in the new regulation, princi- 
pally with a view to obtaining more 
informative disclosure as to such 
accounting policies as depreciation, 
depletion, and maintenance and as 
to such matters as advances to and 
from affiliates, directors, and officers. 
Additional flexibility to the require- 
ments has been given through ex- 
tension of the rules permitting the 
elimination of schedules and special 
information when the amounts in- 
volved are not material. 


The new regulation incorporates 
a considerable number of the many 
well-considered and helpful sugges- 
tions received from the large group 
of accountants, registrants, and 
others, including representatives of 
the professional societies, to whom 
a tentative revision of the instruc- 
tions was made available. 

In view of the pending proceed- 
ings in the matter of McKesson and 
Robbins, Incorporated, and several 
other cases, the rules governing cer- 
tification by accountants, although 
altered and clarified in some respects, 
have been retained in substantially 
the form now found in the General 
Rules and Regulations under the 
Securities Act of 1933, and the sev- 
eral major forms under the 1933 and 
1934 Acts. Upon completion of 
these proceedings however, such 
rules are to be reconsidered with a 
view to revisions deemed necessary 
as a result of these cases. 

The Securities and Exchange Com- 
mission also announced the adop- 
tion of an amendment to Forms 15 
and 17 under the Securities Exchange 
Act of 1934, for use, respectively, 
by incorporated and unincorporated 
investment companies. The amend- 
ments incorporate as an item in the 
form the requirements for certain 


historical financial data which pre- 
viously were called for in connec- 
tion with the financial statements 
and are operative only when the new 
Regulation S-X is applicable. 

The text of the Commission’s ac- 
tion follows: 


I. Adoption of Regulation S-X 

The Securities and Exchange Com- 
mission, acting pursuant to authority 
conferred upon it by the Securities 
Act of 1933, particularly Sections 7 
and 19 (a) thereof, and the Securi- 
ties Exchange Act of 1934, particu- 
larly Sections 12 and 23 (a) thereof, 
and finding such action necessary 
and appropriate in the public inter- 
est and for the protection of invest- 
ors, and necessary for the execution 
of the functions vested in it by the 
said Acts, hereby adopts Regulation 
S-X, governing the form and con- 
tent of all financial statements speci- 
fied in Rule 1.01 of the Regulation. 


The foregoing action shall be ef- 
fective February 21, 1940, except 
that financial statements filed as a 
part of any registration statement, 
application for registration, or re- 
port filed with the Commission prior 
to June 1, 1940, may be prepared in 
accordance with the applicable re- 
quirements as in effect immediately 
prior to the adoption of Regulation 


use oe 


II. Amendment No. 3 to Form 15— 
Amendment No. 2 to Form 17 
The Securities and Exchange Com- 

mission, acting pursuant to authority 

conferred upon it by the Securities 

Exchange Act of 1934, particularly 

Sections 12 and 23 (a) thereof, and 

finding such action necessary and 

appropriate in the public interest 
and for the protection of investors 
and necessary for the execution of 
the functions vested in it by the 
said Act, hereby takes the following 
action: 

A. Forms 15 and 17 are amended 
by adding after Item 38 of each of 
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such forms a new Item 39, reading 
as follows: 

39. Furnish the information re- 
quired below with respect to cap- 
ital shares as shown on each bal- 
ance sheet required to be filed: 

(a) If, since January 1, 1925, 
there have been restatements of 
capital shares which have resulted 
in transfers from capital share 
liability to surplus or reserves, 
state the amounts of such restate- 
ments and all related entries. No 
statement need be made as to re- 
statements resulting from the dec- 
laration of share dividends. 


(b) If, since January 1, 1925, 
there has been an original issue 
of capital shares, any part of the 
proceeds from which was credited 
to accounts other than capital 
share accounts, state the accounts 
and the respective amounts credited 
thereto. 


B. The Instruction Books for 
Forms 15 and 17 are amended by 
adding immediately after the in- 
struction to Item 38 of Form 15 and 
Item 37 of Form 17, a new instruc- 
tion reading as follows: 


Item 39. 1. In applications filed 
with the Commission prior to June 
1, 1940, this item need not be an- 
swered unless the financial state- 
ments required are prepared in 
accordance with the requirements 
of Regulation S-X. 


2. This item does not call for 
an audit, but only for a survey or 
review of the accounts named. 
The answer shall, as such, be sep- 
arately certified by either (a) the 
board of directors through its 
authorized agent, or (b) the chief 
accounting officer of the registrant, 
or (c) independent public or inde- 
pendent certified public account- 
ants. 


The foregoing action shall be ef- 
fective February 21, 1940. 


No. 13 


FORM OF ACCOUNTANTS’ 
CERTIFICATES 


February 20, 1940 


The Securities and Exchange Com- 
mission today made public an opin- 
ion in its Accounting Series dealing 
with the form of accountants’ cer- 
tificates. The opinion prepared by 
William W. Werntz, Chief Account- 
ant, follows: 


“In a recent case a registrant had 
not maintained cash books, journals, 
other books of original entry or 
ledgers during the period covered 
by the financial statements filed by 
it with the Commission. Its files, 
however, contained original under- 
lying data such as cancelled checks, 
check stubs, bank statements, pur- 
chase orders, vendors invoices, sales 
orders and duplicate sales invoices. 


“In order to prepare financial 
statements it was deemed necessary 
by the independent accountants who 
certified the statements that the cash 
transactions and sales be recorded 
in books of original entry and in 
turn posted to a general ledger and 
that the books then be adjusted to 
an accrual basis. The entry and 
analysis of the transactions in for- 
mal books of account were carried 
out by one of the firm’s junior ac- 
countants, loaned on a per diem 
basis, and by an officer of the com- 
pany. The accountants maintained 
that this preliminary work consisted 
merely of classifying and summariz- 
ing records of transactions prepared 
by employees of the company at the 
time of the transaction. However, 
in many cases notations as to the 
purpose of disbursements had not 
been made on the check stubs con- 
temporaneously with the transac- 
tion and accordingly it was neces- 
sary to rely in such cases upon the 
memory of an officer of the regis- 
trant in classifying and recording 
disbursements. 
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“Upon the completion of this pre- 
liminary work the certifying ac- 
countants found that satisfactory 
determination had not been made of 
the balances in certain of the regis- 
trant’s asset, liability and income 
and expense accounts. In the sec- 
ond or audit phase of the engage- 
ment the accountants therefore 
deemed it necessary to undertake 
work of a special nature and in some 
instances to make original deter- 
minations as to the amounts of such 
accounts. 


“As an illustration of the condition 
of the accounts, it may be pointed out 
that in making their examination 
the accountants determined that 
certain payments by customers had 
not been reflected in the accounts. 
Upon inquiry the accountants learn- 
ed that the amounts unaccounted 
for had been received for the account 
of the registrant by a company af- 
filiated with the registrant, or by 
an officer of the registrant, or by the 
registrant’s principal vendor. These 
amounts were thereafter taken into 
consideration by the accountants in 
determining the balances due to the 
affiliate, the officer, and the supplier, 
as well as in accounting for the pro- 
ceeds of sales and the balances due 
from customers. It thus appears 
that the accountants rather than 
employees of the registrant made 
the only realistic determination of 
these particular balances and that 
such determination was not based 
solely on underlying records of the 
registrant made by its employees, 
contemporaneously with the transac- 
tion. 


“After thus ascertaining that a 
balance of $54,000 was owing by the 
registrant to its affiliate as of De- 
cember 31, 1938, the accountants re- 
quested a written confirmation of 
this amount from the affiliate. After 
a confirmation of the amount had 
been received, the accountants in 
the course of other necessary work 
learned of transactions which ap- 


peared to reduce the amount owing 
by the registrant to its affiliate to 
$39,000. Confirmation of this new 
amount, $15,000 less than the orig- 
inal balance, was also requested and 
obtained from the affiliate in due 
course. This difference was in large 
part accounted for by a deposit by 
the registrant with a vendor in con- 
nection with a purchase order. Sub- 
sequently, the vendor paid over to 
the registrant’s affiliate the amount 
of the deposit as a refund. How- 
ever, the officer responsible for the 
accounts of both the registrant and 
its affiliate apparently had no knowl- 
edge of this transaction until dis- 
covered by the accountants and 
called to his attention. Thus it ap- 
pears that at no time had either of 
these companies independently de- 
termined the status of the account 
between them. Similar confusion 
existed in the registrant’s accounts 
with its officers and with its principal 
vendor. 


“Such circumstances as these led 
the accountants to extend their in- 
vestigations to such an extent as to 
approach the character of a detailed 
audit. Upon the completion of the 
audit entries were prepared by the 
accountants for the purpose of ad- 
justing the registrant’s accounts to 
reflect the proper assets and _ lia- 
bilities and to place the accounts on 
an accrual basis. In my opinion, 
these entries were of a character 
and extent that would not ordinarily 
be effected in th course of an audit 
such as is contemplated by the form 
of certificate furnished by these ac- 
countants. 


“Notwithstanding these unusual 
circumstances the certificate furnish- 
ed by the accountants to accompany 
the financial statements filed with 
the Commission stated that: 


‘In connection therewith we 
examined or tested accounting 
records of the corporation and 
other supporting evidence and 
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obtained information and explana- 
tions from its officers and em- 
ployees and made substantial tests 
of the income and expense ac- 
counts for the period under re- 
view.’ 


“The certificate also stated that 
the financial statements: 

, fairly present, in accord- 
ance with accepted principles of 
accounting consistently maintain- 
ed by the corporation during the 
period under review its position 

. and the results of its opera- 
tion 


“Disclosure of certain of the pro- 
cedures followed by the accountants 
was made in notes to the registrant's 
statement of profit and loss. In ad- 
dition various notes to the regis- 
trant’s balance sheet contained par- 
tial disclosure as to the scope of the 
accountants’ audit with respect to 
particular balance sheet accounts. 

“In my opinion when a registrant 
during the period under review has 
not maintained records adequate for 
the purpose of preparing comprehen- 
sive and dependable financial state- 
ments, that fact should be disclosed. 
‘If, because of the absence or gross 
inadequacy of accounting records 
maintained by a registrant, it is 
necessary to have essential books of 
account prepared retroactively and 
for the accountant to enlarge the 
scope of the audit to the extent in- 
dicated in order to be able to express 
his opinion, these facts also should 
be disclosed, and I believe it is mis- 
leading, notwithstanding partial dis- 


closure by footnotes as in the in- 
stant case, to furnish a certificate 
which implies that the accountant 
was satisfied to express an opinion 
based on a test-check audit. * More- 
over, it is misleading, in my opinion, 
to state or imply that accepted prin- 
ciples of accounting have been con- 
sistently followed by a registrant 
during the period under review if in 
fact during such period books of ac- 
count were not maintained by a 
registrant or were grossly inade- 
quate, or if it has been necessary for 
the accountant to make pervasive 
and extraordinary adjustments of 
the character under consideration.” 


No. 14 


AMENDMENT OF RULE 
ADOPTING REGULATION S-X 


February 29, 1940 


The Securities and Exchange 
Commission has amended its rule 
adopting Regulation S-X so as to 
provide that annual reports under 
Section 13 or 15(d) of the Securities 
Exchange Act of 1934 for any fiscal 
year ending on or before February 
28, 1940, need not be prepared in ac- 
cordance with the requirements of 
Regulation S-X. 

The text of the Commission’s 
action follows: 


The Securities and Exchange 
Commission, acting pursuant to au- 
thority conferred upon it by the 
Securities Act of 1933, particularly 
Sections 7 and 19(a) thereof, and the 
Securities Exchange Act of 1934, 


1 In this connection it should be noted that under somewhat similar circumstances the 
Commission in stop-order opinions has previously held that an accountant certifying 
financial data is under a duty to disclose the existence of areas of information about 
which there is considerable doubt. See Jn the Matter of Livingston Mining Company, 
2 S.E.C. 141, 148; In the Matter of Platoro Gold Mines, Inc., Securities Act Release 


No. 1807. 


2 Although not in question here, the status of accountants as independent experts may be 
jeopardized when employees of the certifying accountants prepare the registrant’s 
ledgers and books of original entry or when the accountants’ work becomes a substitute 
for management’s accounting of its stewardship rather than a check upon that account- 
ing. Cf. In the Matter of Interstate Hosiery Mills, Inc., Securities Exchange Act 


Release No. 2048. 


436 











Securities and Exchange Commission Releases 


particularly Sections 12, 13, 15(d), 
and 23(a) thereof, and finding such 
action necessary and appropriate in 
the public interest and for the pro- 
tection of investors, and necessary 
for the execution of the functions 
vested in it by the said Acts, hereby 
amends the second paragraph of its 
rule adopting Regulation S-X to 
read as follows: 


“The foregoing action shall be ef- 
fective February 21, 1940, except that 
financial statements filed as a part of 
any registration statement or appli- 
cation for registration filed with the 
Commission prior to June 1, 1940, and 
financial statements filed as a part of 
any annual report under Section 13 or 
15 (d) of the Securities and Exchange 
Act of 1934, covering a fiscal year 
ending on or before February 28, 
1940, may be prepared in accordance 
with the applicable requirements as 
in effect immediately prior to the 
adoption of Regulation S-X.” 


Effective upon publication. 


No. 15 


SURPLUS ACCRUALS 
March 16, 1940 


The Securities and Exchange 
Commission today made public an 
opinion in its accounting series rela- 
tive to the description of surplus ac- 
cruing subsequent to the effective 
date of a quasi-reorganization. The 
term ‘“quasi-reorganization” has 
come to be applied in accounting to 
the corporate procedure in the course 
of which a company, without the 
creation of a new corporate entity, 
is enabled to eliminate a deficit and 
establish a new earned surplus ac- 
count for the accumulation of earn- 
ings subsequent to the date selected. 
The opinion, prepared by William 
W. Werntz, Chief Accountant, fol- 
lows: 


“Question has frequently been 
raised as to the proper description 


of the earned surplus account sub- 
sequent to the effective date of a 
quasi-reorganization. By the term 
‘quasi-reorganization’ I refer to the 
corporate procedure in the course of 
which a deficit is charged to capital 
surplus previously existing or aris- 
ing in the course of the quasi-reor- 
ganization. 


“It is my opinion that sound ac- 
counting practice ordinarily requires 
that a clear report be made to stock- 
holders of the proposed restatements 
and that their formal consent thereto 
be obtained. In such a situation it is 
also essential, in my opinion, that 
full disclosure of the procedure be 
made in the financial statements for 
the fiscal year involved and that any 
subsequent statements of surplus 
should designate the point of time 
from which the new earned surplus 
dates. 


“Furthermore, in view of the im- 
portance of such proceedings, I am 
of the opinion that until such time 
as the results of operations of the 
company on the new basis are avail- 
able for an appropriate period of 
years (at least three) any statement 
or showing of earned surplus should, 
in order to provide additional dis- 
closure of the occurrence and the 
significance of the quasi-reorganiza- 
tion, indicate the total amount of the 
deficit and any charges that were 
made to capital surplus in the course 
of the quasi-reorganization which 
would otherwise have been required 
to be made against income or earned 
surplus. 


“Reference is also made to the 
provisions of Accounting Release 
Number 16 which indicates the fur- 
ther disclosures that in my opinion 
are necessary when the transfer of a 
deficit to capital surplus has been 
effected by resolution of the board of 
directors but without approval of the 
stockholders, such action being per- 
missible under the applicable state 
law.” 
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No. 16 


CHARGING OF DEFICITS TO 
CAPITAL SURPLUS 


March 16, 1940 


The Securities and [xchange 
Commission today made public an 
opinion in its accounting series rela- 
tive to the disclosure which should 
be made in the financial statements 
when a company charges a deficit to 
capital surplus pursuant to a resolu- 
tion of the board of directors, but 
without approval of the stockhold- 
ers, such action being permissible 
under the applicable state law. 

The opinion, prepared by William 
W. Werntz, Chief Accountant, in 
connection with an inquiry, follows: 

“Inquiry has frequently been made 
as to the disclosure necessary in 
financial statements filed with the 
Commission under the Securities 
Act of 1933 or the Securities Ex- 
change Act of 1934 when a company 
has charged a deficit to capital surplus 
without approval of the stockholders. 
In a typical case it was indicated that a 
company on January 1, 1939, had a 
deficit of $800,000 and capital sur- 
plus of $1,5000,000 arising out of the 
excess of the amount paid in for its 
stock over the par value thereof and 
that earned surplus since January 1, 
1939, amounted to $100,000. By reso- 
lution of the board of directors, dated 
January 16, 1939, but without ap- 
proval of the stockholders, the deficit 
had been charged off to capital sur- 
plus. I am informed that under the 
applicable state law it was permissi- 
ble to effect this restatement without 
approval of the stockholders. 

“From the facts of this case it ap- 
peared that the company sought to 
effect a quasi-reorganization such as 
is referred to in Accounting Release 
Number 15. However, as_ there 
stated, it is my opinion that in such 
cases sound accounting practices 
ordinarily requires that a clear re- 
port be made to stockholders of the 


proposed restatement and that their 
formal consent thereto be obtained. 
If, however, under the applicable 
state law it is permissible to elimi- 
nate a deficit without obtaining the 
formal consent of stockholders and 
if such consent of stockholders is 
not obtained, it is necessary in my 
opinion to make a complete disclo- 
sure of all the attendant facts and 
circumstances and their effect on 
the company’s financial position in 
each balance sheet and surplus state- 
ment filed with the Commission 
thereafter. 

“Under the circumstances of the 
case cited, it is my opinion that, to 
effect the minimum appropriate dis- 
closure in the surplus accounts, in- 
formation should be given in respect 
of subsequent earned surplus in ap- 
proximately the following fashion: 


Total deficit to Decem- 
ber 31, 1989 .6.6 600s $700,000 


Less deficit at January 
1, 1939, charged to 
capital surplus by re- 
solution of the board 
of directors and with- 
out approval of stock- 
holders, such action 
being __ permissible 
under the applicable 
SCALA: ss 6.5.0 sterascieie 800,000 


Earned Surplus since January 1, 
Me Natosje gia sci iubpiea toner non aor $100,000 


“As an additional disclosure in 
situations to which the provisions of 
this release are applicable it has 
been the administrative policy of 
the Commission to require that in 
the registration statement or other 
filing containing financial statements 
first reflecting such action by the 
directors there be included an ex- 
planation of the action taken and an 
indication of its possible effect on 
the character of future dividends. 
As an example of an appropriate 
disclosure, there may be cited the 
following paragraph: 

“Tt should be noted that on 
aie vobeveateteresstoreeanne by action of the 

Board of Directors, without action 
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by the stockholders, the company 
charged off a §.......5... deficit 
in earned surplus against its capi- 
tal surplus. This procedure will 
permit the company in the future 
to reflect undistributed earnings 
StRMORUENE BO oie cen ccseesses as 
earned surplus, instead of as a 
reduction of the deficit charged 
off to capital surplus. One re- 
sult of this procedure is to permit 
the distribution, as ordinary divi- 
dends, of earned surplus accruing 
subsequent to .......... , without 
regard to the deficit charged off to 
capital surplus. Furthermore, if 
earnings subsequent to ......... 
are less than the deficit written 
off, distributions thereof may in 
effect represent distributions of 
capital or capital surplus.’ 


“In view of the fact that no state- 
ment of policy in such cases has 
previously been announced, the pol- 
icy has been adopted of not in- 
sisting upon the additional disclo- 
sures outlined in the preceding para- 
graphs if the restatement involved 
occurred prior to December 31, 1938, 
or the beginning of the period for 
which financial statements are re- 
quired in the particular filing, which- 
ever is earlier.” 


No. 17 
NATURAL BUSINESS YEAR 


March 18, 1940 


The Securities and Exchange 
Commission today announced the 
issuance of an additional release in 
its accounting series relating to the 
use of the natural business year as 
a basis for corporate reporting. This 
question was raised by a registrant 
which was considering the desirabil- 
ity of changing from the calendar- 
year basis to the fiscal-year basis 
for its financial reports and sought 
to ascertain the attitude of the Com- 
mission towards this question. The 


reply, prepared by William W. 
Werntz, Chief Accountant, follows: 


“You have inquired as to the pos- 
sibility, under the rules administered 
by the Commission, of changing 
from the calendar-year basis cur- 
rently employed to a fiscal-year basis 
for your financial statements. You 
have also inquired as to the method 
of reflecting the changed fiscal year 
in the financial reports to be filed 
with this Commission. In this con- 
nection I may point out that the rules 
of the Commission do not prescribe 
the use of any particular fiscal year 
for the financial statements required. 
However, the advantages to be ob- 
tained from the adoption of a fiscal- 
year-end date which coincides with 
the lowest point in the annual cycle 
of operations are clear and to my 
mind have never been shown to be 
outweighed by related disadvan- 
tages. Among the more important 
advantages there may be mentioned 
the probability of obtaining more 
complete and reliable financial state- 
ments since at the close of the na- 
tural business year incomplete trans- 
actions, and such items as inven- 
tories, would ordinarily be at a mini- 
mum. Mention may also be made of 
the fact that the general adoption 
of the natural business year would 
facilitate the work of public account- 
ants by permitting them to spread 
much of their work throughout the 
calendar year, and thus aid them in 
rendering the most effective service 
to their clients. 


“Tn this connection, I call your at- 
tention to Rule X-13A-4 of the Gen- 
eral Rules and Regulations under 
the Securities Exchange Act of 1934 
which includes, among other things, 
the following specific provisions as 
to the character of reports to be 
filed with the Commission after a 
change in the fiscal year. In the 
case of an interim period of less than 
three months no separate report is 
required. However, in such case, 
the next annual report is to cover 
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the period up to the close of the fol- 
lowing full fiscal year and is to show 
separate schedules and profit and 
loss statements for the interim period, 
as well as for such fiscal year. If the 
interim period is more than three 
months, a separate report compar- 
able to the annual report is required 
to be filed. If the interim period is 
less than six months, the financial 


statements in such report need not be 
certified. However, if the state- 
ments are not certified, the next an- 
nual report shall include separate 
certified financial statements cover- 
ing the interim period. You will also 
note that if the fiscal date is changed 
it is necessary, under the rule, to 
notify the Commission within ten 
days thereafter.” 
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THE GREATER 
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Problem TO SOLVE? 


THANK YOU! C P A’s 


@ Thank you for the opportunities you have given our ac- 
counting machine representatives to collaborate with you 
in mechanizing your client’s accounting and bookkeep- 
ing work. Your suggestions have greatly helped our 


men to fit the proper machines to their work. Machines . 
that gave them the results they expected — accurate, 
timely records, at a minimum of time and expense. @ i 


The National Cash Register Co. 


40 ROCKEFELLER PLAZA, NEW YORK, N. Y. 


Cash Registers «+ Typewriting-Bookkeeping Machines + Posting Machines + Analysis 
Machines + Check-Writing and Signing Machines + Bank Bookkeeping Machines 
Postage Meter Machines + Accounting Machine Desks + Correct Posture Chairs 
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Business must not expect its own employees 
or its accountants to be up-to-date with all 
developments in simplified accounting prac- 
tice. They have too many other problems to 
consider in connection with their respective 


duties. 


But keeping up with the parade is all the 
McBee man has to do. He can be absolutely 
frank, too, for he has at his command, the 
products and devices of the entire industry 
and can advise honestly and without bias on 
machines and methods. Let the McBee sales- 
man be your “methods man.” You'll find him 
always available for just that purpose. 


The M¢Bee Company 


General Offices: Athens, Ohio 


Sales Offices in Principal Cities 
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ENLIST 


enlist 


in the Women's Field Army of the 
American Society for the Control of 
Cancer, and help in the intensive 
war against this disease. 


educate 


yourself and others to recognize 
early symptoms that may indicate 
cancer. 


save 


some of the 150,000 who may die this 
year unless promptly treated. Early 
cancer can be cured. 


JOIN YOUR LOCAL UNIT NOW! 


or send your enlistment fee of $1.00 to 


AMERICAN SOCIETY tor 
tne CONTROL o: CANCER 


350 Madison Avenue « New York, N.Y. 
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New York CERTIFIED PUBLIC 
ACCOUNTANT 


MONTHLY BULLETIN 


Two Dollars Annually 


Office of the 


NEW YORK STATE SOCIETY 
OF CERTIFIED PUBLIC ACCOUNTANTS 


15 EAST 41st STREET, NEW YORK CITY 
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